CORNELL 

UNIVERSITY 

LIBRARY 




^ 


'.|:/^%J 


. , 


^^-•- .-^ 




pw^ 


?.awfli 


%M4 


Sri 


■;M^S 


^^^ <^~ 


rH!<ir*.r* 








•itSvQiSij^..'' i 


K5lSw» 


l«Si<S^ 


P^V-'S 




> •■■?:€"* 




'■ ■-.•^♦;V\ 




'^M^"^ 


^IJ^i 



J"***',!:^ 

"^^^p 



3< V 

EXEMPTION OF FEDERAL FARM LOAN 
BONDS FROM TAXATION 



HEARINGS OCT 1 p 



1945 



BEFORE THE 



COMMITTEE ON BAMING AND CURRENCY 

UNITED STATES SENATE 

SIXTY-SIXTH GONGEESS 

SECOND SESSION 

ON ''■' •'■■■'''' ' ^-' ^ 

A BILL TO AMEND SECTION 26 OF THE ACT APPROVED ,oa 

JULY 17, 1916, KNOWN AS THE FEDERAL ;';1 

FARM LOAN ACT , V;' 



JANUARY 10, 12, AND 13, 1920 



Printed for the use of the Committee on Banking and Currency 




WASHiNGm)N: 

GOVEKNMBNT PRINTING OI'I'IOB, 
1920 



ow^ ^^\'i■-^ ' 






1. ;? T? 



y:23( 



COMMITTEE ON BANKING AND CURRENCY. 

GEORGE P. McLEAN, Connecticut, Ohmrman. 
CARROLL S. PAGE, Vermont. ROBERT L. OWEN, Oklahoma. 

ASLE J. GRONNA, North Dakota. GILBERT M. HITCHCOCK, Nebraska. 

GEORGE W. NOREIS, Nebraska. ATLEE POMERENB, Ohio. 

JOSEPH S. PRELINGHUYSEN, New Jersey. DUNCAN U. FLETCHER, Florida. 
BOIES PENROSE, Pennsylvania. JOHN B. KENDRICK, Wyoming. 

WILLIAM M. CALDER, New York. CHARLES B. HENDERSON, Nevada. 

TRUMAN H. NEWBERRY, Michigan. DAVID I. WALSH, Massachusetts. 

HENRY W. KEYES, New Hampshire. 

W. H. SaulTj Clerk. 
2 



i 94091B ■ 44 



CONTENTS. 



Fatre, 
Opening statement, by J. B. Finley, secretary Union Joint Stock Land 

Bank, Richmond, Va 6 

Arguments of — 

M. A. Traylor, president First Savings & Trust Co., Chicago, 111 24 

Evans Woollen, president Fletcher Joint Stock Land Bank, Indian- 
apolis, Ind 28 

Formal statement (with exhibits) of the functioning of joint-stock land 
banks and the warrant for exempting their bonds from taxation, by 
W. W. Powell, secretary American Association of Joint Stock Land 

Banks, Chicago, 111 35 

Statement of — 

A. H. Judy, Fairfax, Va 58 

Guy Huston, president First Joint Stock Bank, Chicago, 111 61 

George L. Ramsey, president Montana Joint Stock Land Bank, 

Helena, Mont 65 

Argument of J. H. Allen, representing the Des Moines Joint Stock Land 

Bank, Des Moines, Iowa 77 

Statement of — 

R. C. Lewis, Fairfax, Va 89 

J. R. Howard, Des Moines, Iowa 101 

3 




\1 



Cornell University 
Library 



The original of this book is in 
the Cornell University Library. 

There are no known copyright restrictions in 
the United States on the use of the text. 



http://www.archive.org/details/cu31924096277243 



EXEMl'TION OF FEDERAL FARM LOAN BONDS FROM TAXATION. 



SATTJKDAY, JANTJABY 10, 1920. 

United States Senate, 
Committee on Banking and Cureenct, 

Washington, D. C. 

The committee met in room 3D3, Senate Office Building, at 10 
o'clock a. m., Senator George P. McLean presiding. 

Present: Senators McLean (chairman), Page, Gronna, Norris, 
Frelinghuysen, Newberry, Owen, Hitchcock, Kendrick, and Hen- 
derson. 

Also prfesent: Senator Smoot. 

The following gentlemen interested in the pending matter: 

J. B. Fihley, IJnion Joint Stock Land Bank, Richmond, Va. 

Evans Woollen, Fletcher Joint Stock Land Bank, Indianapolis, 
Ind. 

Guy Huston, president Joint Stock Land Bank Association, First 
Joint Stock Land Bank, of Chicago, 111. 

W. W. Powell, secretary of the American Association of Joint 
Stock Land Banks. 

J. H. Allen, Joint Stock Land Banlc, of Des Moines, Iowa. 

J. B. Madison, Virginian Joint Stock Land Bank, of Charleston, 
W. Va. 

Walter Cravens, Liberty Joint Stock Land Bank, of Salina, Kans. 

Messrs. Peters and Love, Lincoln Joint Stock Land Bank, of 
Lincoln, Nebr. 

Edward Braddock, First Joint Stock Land Bank, of Minneapolis, 
Minn. 

George L. Eamsey, Montana Joint Stock Land Bank, of Helena, 
Mont. 

Dan V. Stephens, Fremont Joint Stock Land Bank, of Fremont, 
Nebr. 

J. N. Allen, Des Moines Joint Stock Land Bank, of Des Moines, 
Iowa. 

Mr. C. S. E. Holland, First Texas Joint Stock Land Bank, of 
Houston, Tex. 

W. H. Weston, Peters Joint Stock Land Bank, of Omaha, Nebr. 

Mr. Hunter, Central Iowa Joint Stock Land Bank, of Des 

Moines, Iowa. 

W. H. Gold, Southern Minnesota Joint Stock Land Bank, of Red- 
wood Falls, Minn. 

Mr. Ferguson, Dallas Joint Stock Land Bank, of Dallas, Tex. 

Mr. Peiker, Guarantee Joint Stock Land Bank, of Wichita', Kans. 
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Mr. H. C. Lupe, San Antonio Joint Stock Land Bank, San An- 
tonio, Tex. 

J. L. Williams, California Joint Stock Land Bank, of San Fran- 
cisco, Calif. 

M. A. Traylor, president First Savings & Trust Co., Chicago, 111. 

A. H. Judy, of Tunstall, Va. 

E. C. Lewis, Fairfax, Va. 

J. R. Howard, Des Moines, Iowa. 

The Chairman. The hearing this moi-ning is on Senate bill 3109, 
a bill introduced by Mr. Smoot, entitled "A bill to amend section 
26 of the act approved July 17, 1916," known as the Federal farm 
loan act. 

(The bill referred to is here printed in full, as follows:) 

A BILL To amend section 26 of the act approved July 17, 1916, known as tbe Federal 

farm loan act. 

Be it enacted by the Senate and House of Representatives of the United 
t^tates of Am.erica in Congress assembled, That section 26 of the act of Con- 
gress approved ,Tuly 17, 1916, known as the Federal farm loan act, be amended 
to read as follows : 

" Sec. 26. That every Federal land bank and every national farm loan asso- 
ciation, including the capital and reserve or snrphis therein and' the income 
derived therefrom, shall be exempt from Federal, State, municipal, and local 
taxation except taxes npon real estate held, purchased, or taken by said bank 
or association nnder the provisions of section 11 and section 13 of this act. 
I'irst mortgages executed to Federal land banks and farm loan bonds issued 
by Federal land banks, under the provisions of this act, shall be deemed and 
held to be instrumentalities of the Government of the United States, and as 
such they and the income derived therefrom shall be exempt from Federal, 
State, municipal, and local taxation. 

" Shares in any .ioint stock land bank may be included in the valuation of 
the personal property of the owner or holder of such shares in assessing taxes 
imposed by authority of the State within which the bank is located, and such 
assessment and taxation shall be in manner and sub.iect to conditions and 
limitations contained in section .5219 of the Revised Statutes with reference 
to the shares of national banking associations. 

" This amendment shall not apply to any farm loan bond Issued by any 
joint stock land bank prior to the taking effect of this act. Such bonds and 
the income derived therefrom shall continue to be exempt from Federal, State, 
municipal, and local taxation. 

" Nothing herein shall be construed to exempt the real property of Federal 
land banks and national farm loan associations from either State, county, or 
municipal taxes, to the same extent, according to its value, as other real prop- 
erty is taxed." 

STATEMENT OF MR. J. B. FINLEY, SECRETARY UNION JOINT 
STOCK LAND BANK, RICHMOND, VA. 

The Chairman. Please state your full name and the position you 
occupy. 

Mr. FiNLET. My name is J. B. Finley. I am secretary of the 
Union Joint Stock Land Bank, of Eichmond, Va., and also chair- 
man of the special committee to petition your committee for this 
hearing. 

The Chairman. You may proceed, Mr. Finley. 

State to the committee any objections you may have to this meas- 
ure, which proposes to remove the privilege of the tax exemption 
from the joint stock land bank mortgages. 
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Mr. FiNLEx. Mr. Chairman, let me first thank this committee for 
this hearing, and in doing so say that we know full well how ex- 
tremely busy you a^e and how many important problems you. have, 
and therefore we will endeavor to speak as briefly and pointedly as 
possible. 

The occasion of our being here, as, of course, you all know, was 
the introduction -of Senate bill 3109, and report of your committee, 
No. 317, thereon. I have this report before me, and wish to say, 
first, that it admirably condenses the reasons usually given against 
tax exemptions in general, and those in the joint stock land banks 
in particular. It very succinctly states those reasons. It seems 
that the process of reasoning by which your committee reached its 
<;onclusion must have been somewhat along this line: That tax ex- 
emptions were wrong in principle; that there was a great public 
need for revenue, and that as many sources as possible from which 
revenue could be taken were to be sought; that here was a corpora- 
tion created by Congress and given certain privileges, among them 
the tax exemption on bonds ; that, operating under those privileges, 
this corporation, chartered by Congress, had earned such excessive 
profits that the privilege of tax exemption could be taken away 
and still the corporation permitted to live and succeed in business. 

That, I say, appears to be the process of reasoning followed, and 
the statements here, including the tabulated statement on the back 
of your report, go to show that. 

It is our purpose in asking for this hearing to show you our be- 
lief — I may say our very certain conviction — that the information 
submitted to your committee, from whatever sources obtained, was 
incomplete or inaccurate, or both; and therefore necessarily mis- 
leading. We can not malce that too positive. We are not profiteer- 
ing, and we can show, I am sure, to your full satisfaction, that we 
are not profiteering. 

I will not weary the committee or take up time in discussing the 
antecedents of the farm-loan acts, because you are thoroughly fa- 
miliar with them, but I will read one short, concise statement, giving 
the source of it after I have read it. 

It is of great Importance to the social and economic welfare of this country 
that its farmers have facilities for borrowing easily and cheaply the money 
they need to increase the productivity of their lands. It is as important that 
financial machinery be provided to supply the demand of farmers for credit as 
it is that the banking and currency systems be reformed in the interest of gen- 
eral business. Therefore we recfimmend and urge an authoritative investiga- 
tion of agricultural credit societies and corporations In other countries, and 
the passage of State and Federal laws for the- establishment and capable super- 
vision of orgnizations having for another purpose the loaning of funds to 
larmers. 

That is taken from the Eepublican national platform of 1912. 

The Democratic platform declared almost in the exact words the 
same principles. 

I call your attention to this for two purposes. First, that those 
platforms were particular to put suitable credit facilities for the 
agricultural industry in this country on a parity of importance with 
the Federal reserve act, or, rather, what later developed into the 
Federal reserve act; and, second, a point which is quite significant 
in this hearing is that four years before the act was passed the 
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framers of the Republican platform saw the necessity of a dual sys- 
tem in farm credits, and therefore urged the investigation not only 
of credit societies but also of corporations. 

The Democratic party asked for the investigation in foreign coun- 
tries of credit societies only. 

But here is something still more significant: That, although one 
party, four years before the act was pEissed, foresaw the necessity 
for a dual system after a thorough and exhaustive study of the 
question, the other party, dominant in Congress when the farm- 
loan act passed, finally indorsed the dual system. 

Senator Hitchcock. Mr. Chairman, I was not here when the hear- 
ing began. Was therei any time limit to the hearing proposed ? 

The Chairman. No; except Mr. Finley understands that he is 
to concentrate his statement as mu.ch as he can, and at the same 
time present to the committee the important points which he wishes 
to bring to the attention of the committee. 

Mr. FiNLEr. I know our time is rather limited, and, as I am sure 
members of the committee are familiar with the history of the act, 
there is no intention to go into it further. 

The Chairman. Yes; I think we are familiar with it, and you 
could get down to the brass tacks of the matter. I think it would 
help matters. 

Mr. FiNLET. Thank you for the suggestion, but I have said all I 
intended to on that subject. 

I think one short general statement is necessary, in order that the 
committee may understand the attitude of the joint-stock land banks 
toward this act, and I will make this very brief. 

It is unnecessary for us to go back of the act itself, because speak- 
ing merely as business men we find the intent in the act itself, and 
our construction of that is this: That the act was for the purpose 
stated in its preamble and in the body of it, " to provide capital for 
agricultural development;" that it was not passed for the little 
farmer or the big farmer or for the poor farmer or for, the r^ch 
farmer, no more for a class within a class than any class at all; but 
that it was for agricultural production for the general welfare. Its 
sole reason and its sole justification is that this national aid to agri- 
culture; was imperatively necessary and must be an aid to the whole 
agricultural industry — that no classification should be made between 
those within the industry any more than anyone would claim that the 
Federal reserve act was passed for a big merchant or a sm'all 
merchant or a rich merchant or a poor merchant. 

The incidental advantages to farmers or classes of farmers should 
not be begrudged them, especially now when production of all kinds 
is our and the world's economic salvation, and farmers are producing, 
not profiteering ; striving ahead, not striking. 

That is our general attitude toward this act. Are we conduct- 
ing this business according to the intent and purpose of the act? 
That is really the acid test. We are willing to submit to it. If we 
do not meet it, cast us out. 

Now, coming to the salient points you have mentioned in your 
report, the first one is that the accumulation of large aggregations 
of capital wholly exempt from any and all forms of taxation is 
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wrong in principle and should be discontinued. Then the report 
says: 

The large taxpayers will gradually absorb these bonds, which will contribute 
nothing to the support of the Government. 

That portion of the report will be covered by a gentleman 
eminently able to do so, both from a study of the subject and from 
practical experience in handling bonds of all kinds, taxable and 
otherwise. 

The next point that you raise is this : 

The excess earnings of some of these banks indicate that they are mailing 
large profits ; and it has been represented to jour committee that they are likely 
to encroach upon the legitimate field now occupied by the farm- loan banks, 
unless their activities are restricted. 

As I said, the whole action of the committee seems to be predicated 
on the idea that these banks have made excessive profits, and this 
idea seems to have arisen on account of inaccurate information in 
regard to one bank in Chicago. 

It originated by confusing earned profits with the sale of some 
stock. I will not weary the committee by going into the details of 
it, but want to say here that we have the facts in regard to this 
matter at hand, and we can go into the matter, either now or later, 
if you wish us to do so. To show that the information was incor- 
rect, we have in our possession a letter from the author of the origi- 
nal statement that that bank was making 30| per cent, which shows 
by a complete and accurate analysis the profit at that time to be 9^ 
per cent per annum. 

Further, the report you have published here speaks of " excess 
earnings," implying excessive earnings. What it should have stated 
was " excess of earnings," perhaps a mere misprint. There is quite 
a difference. 

Some of those banks have been in existence for three years, and 
if you will divide the amounts shown in your report by three you 
will see it is a very proper showing per annum. 

Further, in the report of the Federal Farm Loan Board for the 
curi'ent year there is a discussion of this question of how much 
the joint-stock land banks make, in which it is clearly shown, as it 
is a fact, that the gross earnings of these banks are necessarily lim- 
ited to about 21 per cent, out of which they must not only pay 
their ordinary running expenses — including taxes on the capital, 
because, contrary to general impression, they do pay taxes — ^but 
also make their proper reserves for losses. Eight to 10 per cent 
without excessive losses, is a conservative estimate of the earnings 
of one of these banks, run conservatively. 

We have ample data to submit to you, in a brief which we will 
lay before you, asking |;hat it be printed. 

In regard to these excess earnings and other charges against 
us, I was in the Supreme Court room this week listening to the 
argument before that body in the constitutionality of the act, and 
an attorney appeared there who made this statement, among others : 
That joint-stock banks could loan any amount to anybody, for any 
purpose, and also the charge of excess earnings was reiterated 
there. 
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In connection with that, I have a circular that I would like to put 
into the record, and can get a certified copy of the original if it is 
necessary. I will read it. [Beading:] 

Faem Mortgage Bankers' Association of America, 

Osu}ego, Kans., January 2, 1920. 

Dear Sir: I am sure that all members of the Farm Mortgage Bankers' 
Association can not fail to be deeply interested in the following letter from 
W. T. Day, president of the Day & Hansen Security Co., of Spokane, Wash., 
in relation to the need for generous subscriptions by our membership to the 
educational campaign fund : 

"As a member of the finance committee I wish to urge upon you, its chair- 
man, the necessity of impressing upon each member of the Farm Mortgage 
Bankers' Association and others who are interested in farm-mortgage invest- 
ments, the great importance of subscribing most liberally to the educational 
fund which is to be used during the next few months in an endeavor to mold 
sentiment among Congressmen and others in favor of a repeal of that portion 
of the Federal farm loan act exempting the bonds issued under the act from 
taxation. 

" This will mean everything to the mortgage bankers, and it should be sup- 
ported by the taxpayers of the country. I feel that our strong and only hope 
of securing legislation that will be of assistance to us is through sentiment In 
favor of abolishing the tax exemption feature of these securities. This almost 
means life or death to mortgage companies and others dealing in mortgage se- 
curities, as at the present time the Federal land bank and joint-stock land 
banks are covering the best fields and loan In such sums of money that no legiti- 
mate mortgage company can long meet the competition if the tax exemption 
feature is allowed to remain. 

"Any mortgage banker or other individual who does any mortgage-loan 
business to speak of can afford to put up $150, which was the sum subscribed 
by members of the association toward carrying on this fight. I trust that a 
great many will see fit to increase the said sum in support of the campaign 
now being waged. It is the duty and should be the desire of every farm- 
mortgage banker and individual interested in farm mortgages to do their 
utmost to aid in this campaign which is being carried on so splendidly by Mr. 
Chassell, our able secretary. 

" Hoping that you will be very successful in your campaign for raising 
these funds, I beg to remain." 

Mr. Day has certainly made it plain to all of us the absolute necessity 
for pushing this educational campaign in which you are so vitally interested. 

Please send in your check, if not sent heretofore. 
Yours, truly, 

RoBT. O. Deming, Chairman. 

Mr. FiNLEY (continuing). I have not read that simply to de- 
nounce it as propaganda. There is good propaganda, and there is 
bad propaganda. Preaching the gospel is propaganda, and you 
can not conduct a church without money. The purpose for which 
it is done, and the manner in which it is done should be the test. 
These gentlemen declare that this is a matter of life and death to 
them. It is also to us, and we are active as they are. We are not 
making any complaint against anyone using the truth in self- 
protection, but you gentlemen have been made the victims of so 
much improper propaganda, where the motive is hidden; where the 
truth, if told at all, is distorted, or where essential facts are with- 
held, that this leads me to say there is improper propaganda, and 
that Idnd of propaganda should always be denounced. 

Now, what are the facts? This gentleman stated before the 
Supreme Court of the United States that the joint-stock banks 
could loan any amount, to anybody, and for any purpose. 

In the first place, the valuation placed on these lands is by the 
appraisers appointed by the Federal Farm Loan Board. They ap- 
point the appraisers, not for any one bank or class of banks, but for 
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the system, assigning them and reassigning them from one to the 
•other. 

Second, the amount that you can loan on any one property is 
limited not only by the law or by regulation, but it is limited by the 
value, of course, and the total loan we can make bears a proportion 
to the value of the property identical with that of the Federal land 
Tjanks. 

Now, as to any amount. The law itself does not restrict us as to 
the amount ; but what is the practice now ? 

The Farm Loan Board has administrative and regulatory powers, 
and that board has restricted us in any one individual loan to an 
amount not to exceed 15 per cent of our capital and surplus, and 
not to exceed $50,000 in any event, and as to purpose, it has by its 
rules and regulations, and particularly by its power of approval 
of loans as a basis for bond issues, held us practically to the^same 
purposes as the Federal land banks. 

The legality of those rulings — and we will submit copies of them — 
may be questioned, but their safety and sanity are unquestionable 
and no joint-stock land bank is questioning them; on the contrary, 
we are perfectly willing that Congress make the purposes of the 
act identical as to both banks. We think it should have been done 
in the first place. If we are not conducting this business within 
the entire spirit of that act, the Farm Loan Board has power and 
can exercise it, and ought to exercise it, but Congress ought to make 
it legal beyond question. 

In that matter of authority, the Farm Loan Board recently prob- 
ably exceeded its specific authority in saying that, regardless of the 
value of property, when gauged by its present sale value, no loan, no 
matter how high the property sold for, could exceed $100 per acre, 
but I want to impress upon the Senators present the value of 
regulating powers you have given this board and other boards, and 
its beneficent effects. 

You have had two illustrations of it lately. I am not going into 
any detail, but the Federal Reserve Board called the leading bankers 
of the United States to the city of "Washington recently to discuss 
what interest should be paid to banks on their deposits in the large 
money centers. In reality, it opened up the question of taking the 
proper steps before it was too late to prevent imdue inflation. 

And so the powers you grant these boards here can regulate these 
matters of national concern. The Farm Loan Board has used its 
power — to do what? To check, by the power it has in its hands, 
this recent crazy inflation in land values in this country. It has 
been charged against the farm-loan act that it is responsible for that 
inflation. It is not responsible for it. Every order of the board 
has proved that it is not. It is doing what it can to check it. Mort- 
gage brokers or local money lenders and speculators are financing 
this boom in land values. We all know that it can not continue; 
that it must stop and be followed by a recession in values more or 
less violent ; and that suggests that perhaps instead of Federal land 
banks drawing a rosy picture of increased dividends and decreased 
interest rates, instead of so much talk about the excessive earnings 
of the joint-stock land banks, which do not exist, that there should 
be more talk and, if necessary, legislation, that both banks should 
strengthen their reserves against that inevitable day. 
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Senator Noekis. Will you or some one else comment on the amount 
of the different loans ? For instance, do you know what the aver- 
age loan is ? 

Mr. FiNLET. Yes; I have that. 

Senator Noeeis. Will you go into that? 

Mr. FiNLET. Yes; in a few moments. 

Senator Noebis. All right. I do not want to divert you, but I 
would like to have that brought out. 

Mr. FiNLEY. Your report speaks of restricting our activities. 

Senators, you will not only restrict them, but you will terminate 
them. We simply can not conduct the business within the other 
limitations of the act, which are left untouched in this bill — and 
your report is that Senate bill 3109 do pass without amendment. 
We can not make a turnover in excess of 15 times our capital, and 
we are restricted to 6 per cent maximum interest on loans. Both 
of the banks are running on a 1 per cent margin — ^the margin be- 
tween what we pay the bondholder in interest and what we charge 
the farmer. 

It ought to be apparent, and I think it is — and I will not go 
into details in regard to it to show you — ^but if 'you will get the 
current quotations in New York, or any money center, to-day, you 
must agree that it is impossible for us to sell our bonds, if they are 
taxable, and still loan money at 6 per cent. 

Senator Geonna. Pardon me, but, of course, the law does not say 
it shall be 6 per cent; it is 1 per cent above the rate charged in the 
bonds. 

Mr. FiNLET. But in no event to exceed 6 per cent. 

Senator Geonna. Yes. Of course, it might be less than 6 per 
cent. 

Mr. FiNLET. Yes; but if we could not live at 6 per cent, we cer- 
tainly could not live at a less rate. 

Senator Geonna. I just wanted the -record to show it was not 
necessarily 6 per cent. 

Mr. FiNLET. A clause in your report also contains this: 

It has been represented to your committee that they are likely to encroach 
upon the legitimate field now occupied by the farm-loan banks unless their 
activities are restricted. 

Under this statement I will answer the question asked by Senator 
JSTorris. There is a competitive field in this dual system. At pres- 
ent, so far as the law is concerned, it is the field in loans between 
$100 and $10,000. In actua,l practice, it is very much less, because 
a number of the joint stock land banks have voluntarily set a mini- 
mum loan below which they do not care to loan. In some cases that 
minimum is very near the maximum for the Federal land banks; 
in other cases it is one-half; in others it is one-third; and in my 
own case it is 25 per cent — that is $2,500. 

You speak of the legitimate field of the Federal land banks. 
Of course, without change in the law, we also have a legitimate 
field. We are both the legitimate children of an act of Congress. 

Now, what has been the actual amount of competition? These 
figures are taken from the official reports. They show that Novem- 
ber 13 the Farm Loan Board had examined some $55,000,000 of 
loans made by these joint stock land banks. Out of this total 
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$38,911,464 was for loans of $10,000 or more, and $16,853,720 were 
for less than $10,000. That is within the competitive field. The 
percentage of loans under $10,000 in amount is 30 per cent plus. 
The average loan for the whole fifty-five million, the amount men- 
tioned in your report, was $9,000. 

Above the maximum limit of the Federal land banks, $10,000, 
our average is only $17,000; our average within the $10,000 limit 
is $4,300. The average for all 12 Federal land banks up to October 
1, 1919, out of a total of $271,317,000, was some $2,600 plus. So that 
our average loan within the competitive field is 50 per cent, in round 
numbers, more than the average loan of the Federal land banks. 

Senator Hitchcock. Have you any figures showing how many 
loans have been made over $25,000 ? 

Mr. FiiJley. No ; but they could be obtained. 

Senator Hitchcock. Any considerable number? 

Mr. FiNLET. I think not, on account of our average loan just 
stated. 

Senator Hitchcock. What would you think of a limitation of 
$25,000? 

Mr. FiNLEY. May I discuss that a little later on, please ? 

Senator Hitchcock. What is the largest loan any of the banks 
have made ? 

Mr. FiNLEY. Before the order of the Farm Loan Board went into 
effect, I think about $160,000; but, in reality, it was six or eight 
loans, instead of one loan, because one man had a very large farm 
and kept it in his own name, but the benefits of the loan went to his 
several children, and was practically divided between six or eight 
farms. 

Some loans were made too large, and that is the reason of the 
order of the board. 

Senator Hitchcock. What is the largest single loan the banks 
made? 

Mr. FiNLEY. I can not say, except as just stated. 

Senator Hitchcock. Well, they have been as high as $85,000, have 
they not? 

Mr. FiNLEY. They may have been before that order wa-s entered. 
They are not now. 

The Chairman. I suppose that order could be lifted at any time 
by the board ? 

Mr. FiNUEY. I presume so ; and that is why it should be clear that 
the order should be entirely legal and binding. 

Senator Nokeis. There is some question about its legality? 

Mr. FiNLEY. Yes ; I have admitted that. 

Senator Noreis. But nobody has questioned it? 

Mr. FinLey. No, sir ; none that I know of. 

Senator Norris. There is no disposition on the part of the bank 
you represent to question its legality? 

Mr. FiNLEY. No, sir; no attorney, briefless or otherwise, need 
apply to us for employment. 

Senator Hitchcock. You say some of the loans, you think, were 
too large ? 

Mr. FiNLBY. Yes. 

Senator Hitchcock. Why do you think they were too large? 
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Mr. FiNLEY. I will come to that. When you open the questions 
of the competitive fields of the land banks, you go to the heart of 
the purpose and plan of the act. 

There have been theories why the dual system was incorporated 
into this act. Now, you gentlemen know that 

Senator Hitchcock. Yes; we know that pretty well, 1 think. 
What we want to get to is the practice, I think. 

Mr. FiNLEY. Yes, sir; but I must explain our position, to answer 
your question of the limit that should be reached, and I will mak& 
it as brief as possible. 

The act as passed was, of course, the resultant of many forces,, 
but we find, as I said before, our intent in the act itself; and this 
is the construction we put on it — ^the necessity for the dual system- 
Suppose you had confined it to the joint-stock land banks only^ 
and I am willing to confess my own feelings are it would have been 
more in consonance with the American idea and plan to have left 
this banking business to private initiative; but you acted wisely 
when you did not give the entire field to the joint-stock land banks,, 
for this reason. 

I think it was Artemus Ward who said that there was a good deal 
of human nature in the people in general; and if you had left the 
whole field to private enterprise, the joint-stock land banks would 
have done what the old mortgage bankers did; flock to the cream 
of the territory, to the garden spots. Mortgage brokers are correct 
when they say that this act has not materially reduced the prewar 
mortgage rate in the corn belt; but they are uneasy, not so much on 
account of the interest rate, but because the long-time amortized 
loan is the thing that attracts the farmers there and elsewhere. The- 
average farmer would, if compelled to do so, pay a little more interest 
for that kind of a loan. 

But the point I' want to make clear is that it is the amortization 
feature, the peace of mind that the farmer has when he knows that 
there is no such thing as his whole mortgage falling due at one 
time ; that it fades away ; that is important. 

The farm-loan act declares it was passed " to provide capital for 
agricultural development " throughout the Nation. If we had the 
field to ourselves, there would have been large areas neglected that 
potentially at least were just as good to obtain the main object of 
this act, increased agricultural production for the whole Nation, 
where credit facilities were lacking, or could only be had on con- 
ditions so burdensome that it would hurt more than it would help. 

The main thing was to make the act eflFective, and there were large 
areas that would not, at least for many years, have been reached by 
the joint-stock land banks left to their own choice as to when and 
where they would make loans, and therefore it was necessary that 
Congress should provide for the organization of little local banks — 
because that is what national farm-loan associations are — little local 
land banks. They must have capital, at least $1,000 to start with- 
They have a Federal charter, and are just as much banks as we are. 
They were given the plan and the power to start the initiative from 
below, to compel the service of the act in their immediate territory : 
and to insure that they could do it the subscription of capital stock 
for these national farm-loan associations was made compulsory; 
that is, a man could not be a stockholder unless he was a borrower. 
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and if he was a borrower he must be a stockholder. In many 
sections the pressure must come from below, through these coopera- 
tive associations — ^to a certain extent they are not fully cooperative, 
but they should be; we are not against them in any way, shape, or 
form ; but I firmly believe, and a large majority of our association, 
I am sure, believe that there ought to be a dual system, for the 
reasons I am now giving. 

Now, then, you put a limit on their loans. Why? For two rea- 
sons. First, having compelled this small farmer to risk his capital ; 
and there is a double liability on his capital that he puts in that 
national farm-loan association, there is a moral obligation on Con- 
gress not to jeopardize his small contribution, his forced contribu- 
tion, if you choose to call it such, of capital, by too large an indi- 
vidual risk. That is one reason. The other is this: That if you 
had made a larger loan limit there, then the tendency in the Federal 
land banks, within their own districts, would have been just what 
I said the mortgage bankers did — flock to the best territory and 
neglect the men whose aggregate production, compared to the agri- 
cultural production of the whole Nation, is larger than that from 
the large producers. 

Those were the two main reasons, and there, at that line, opened 
the opportunity — not only the opportunity but the justification — for 
the joint-stock land bank that would take care of the larger pro- 
ducers and assume all risks voluntarily. 

Now, in answer to Senator Hitchcock's question of limitation on 
the amount loaned: There ought to be a limitation. It ought to be 
a limitation that just so far as possible will prevent the banks mak- 
ing any loans above what the Federal land banks make, that will 
foster land speculation, holding land out of production instead 
of doing what the act intended — bring it into production. It can 
hardly be said in this day that the large producer does not need a 
credit system, when agriculture is differentiating itself — on account 
of labor and other conditions — into the small farmer, who farms 
largely by his own labor and that of his family, and the large units, 
that must have improved machinery and the best facilities for 
maximum production. He needs financing, and you can fix the limit 
where that kind of a farmer can be financed, and yet prevent what 
the people of every nation know to be a great wrong — the holding 
of large areas of land out of use. The limit, wherever it is, should 
be left to the discretion and investigation of your committee. I 
will not attempt to name that. 

Now, then, the field of competition in these two banks should be 
fixed so that it would meet varying conditions— not absolutely fixed 
for all the districts, because conditions vary; but, as a broad prin- 
ciple, maximum and minimum loans should be fixed so that both 
kinds of banks may have a sturdy, consistent, safe growth, and not 
imperil either. 

Senator Hitchcock. You did not fully answer, I think, that ques- 
tion as to why you said certain loans were excessive. Where do you 
draw the line? I do not understand the method by which you say 
one is excessive and one is not. 

Mr. FiNUEY. The best line that you can draw to prevent specula- 
tion and landlordism ; that is the best answer I can give. 
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Senator Hitchcock. You think they ought to loan up to the point 
where they loan not to promote agriculture, but to promote specula- 
tion ? 

Mr. FiNXET. And landlordism. 

Senator Hitchcock. And the figures the board have taken are 
$50,000? 

Mr. FiNLET. Yes. 

Senator Hitchcock. Do you not think any man who wants to' bor- 
row $50,000 can do it without Government aid ? 

Mr. FiNLEY. He can ; I will give you a specific example. It hap- 
pened in my own bank, but there is no reason why I should not state 
it. We are not five months old. We took out a charter under the 
provisions you passed ; we accepted it as its face value. We put in 
$250,000 capital, And we are prepared to complete the payment in 
of $50,000 surplus. That gives us a loan capacity of $45,000.. Out 
of 200 applications we received in a comparatively short time, there 
were only two that asked for the limit. One of them was approved 
for less than that limit. He was preparing his abstracts of title, 
when there converged in litigation and legislation a condition of 
affairs that stopped that — ^not only stopped that, but the Federal 
land bank to a large degree, both on account of an official order 
which has been issued by the Farm Loan Board, but from the neces- 
sities of the situation both banks are marking time and appraisers 
have been called in; applications are not being taken; applications 
on file are not being appraised or approved ; in other words, we are 
standing still as much as possible. 

Senator Owen. What was the order ? 

Mr. FiNLEY. On account of this condition, to do as little business as 
we could. 

Senator Owen. Was it an order ? 

Mr. FiNLBY. Not an order, but a suggestion. 

Senator Owen. That you should do as little business as you could ? 

Mr. FiNLEY. A good suggestion, but hardly necessary under the 
circumstances. What happened? Before this man had submitted 
his abstract we had loaned out nearly all our capital; we did not 
want to issue bond's, as we could not have sold them except at a 
sacrifice. Consequently we explained the situation to the man three 
days ago. We have been threatened with suits. What he is going to 
do I do not know. He went out in the city and asked for a $40,000 
loan and he was accommodated. He got a $40,000 loan for five years 
at the same rate we would have charged, 6 per cent. But he was 
charged a brokerage of $2,000. Now, that man was not rich. He 
was a farmer and he was a very efficient producer. He was doing 
what this act was passed to enable him to do. Now, why should he 
be penalized that $2,000 simply because somebody thinks that he was 
in the capitalistic class? Beyond that limit of landlordism and 
speculation, which ought to be checked, outside of that, the Federal 
reserve act and the farm loan act are identical. Within the Fed- 
eral reserve act the right — ^not the ability, but the rights and priv- 
ileges of that act, are as open to Mr. Eockefeller as they are to any 
peddler of his products. 

Senator Noeris. What did that man propose to do with his money 
that he was going to borrow ? 

Mr. FiNLEY. Improve his farm and improve its productivity. 
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Senator Noekis. What was he going to use $40,000 for — for im- 
provements on his farm? 

Mr. FiNLET. Not all. He had some debt on his farm. 

Senator Hitchock. How many acres had he ? 

Mr. FiNijJY. Some 400 or 500 acres. 

Senator Hitchcock. Was he buying more land? 

Mr. FiNi^T. No ; he had not paid for all of his land. 

Senator Oaven. The report of the committee says that large tax- 
payers will absorb these bonds. What do you know about that ? 

Mr. FiNLEY. We have a gentleman eminently qualified to answer 
that question later. 

Senator Norkis. How much in this particular case was to pay off 
the debt on the farm, and how much was for improvements? 

Mr. FiNLET. I think it was about 60 and 40. 

Senator Noeeis. Forty for improvements, and 60 per cent for the 
debt? 

Mr. FiNLBT. Yes. 

Senator Noeeis. And the loan was for $40,000? 

Mr. FiNUEY. He asked for $45,000, but he finally cut it down to 
$40,000. 

Senator Noeeis. What kind of improvements did he have to make ; 
what kind of improvements did he propose to make with the $40,000 ? 

Mr. FiNtEY. He wanted to make his farm a big producer of alfalfa, 
and he had to seed it and build a number of barns. 

The Chairman. This act requires that the loan shall be on farm 
land, but there is practically no provision as to the use of the money. 

Mr. FiNLEY. We do not object to that being remedied in any way 
that it ought to be done, and think Congress should amend the act 
to make the purpose of the loans identical with the national farm 
loan associations and the Federal land banks. 

The Chaieman. Why do you need two systems? They accomplish 
precisely the same purpose ; why do you need the two ? 

Mr. FiNLEY. I have already tried to cover that, Mr. Chairman. 

The Chaieman. I understand you want to increase the size of the 
loan? 

Mr. FiNLEYi No, sir ; to decrease it. There is no legal limit on it 
now. 

The Chaieman. Well, there is a pressure already brought to bear 
to increase the loan which the farm loan banks can make ? 

Mr. FiNLEY. Yes. 

The Chairman. If that were done, then you would be precisely on 
the same basis. 

Mr. FiNLEY. I can not quite agree to that. We might be as to the 
amount loaned ; but, from a public standpoint 

The Chairman. You would if the law required you to devote the 
proceeds of the loan to the same purpose, it seems to me. 

Senator Norris. And required the borrower to actually reside on 
the land and cultivate it? 

The Chairman. Yes. He says that he is willing that the adminis- 
tration of the law should be precisely the same as in the ckse of the 
farm-land banks. 

Mr. FiNLEY. Not the administration, as to their respective fields. 

The Chairman. Well, the regulations? 

159907—20 2 



18 EXEMPTION OF FEDERAL FARM LOAN BONDS FROM TAXATION. 

Mr. FiNLET. Yes ; as to purpose only. Our fields are distinct. 

Senator Noeeis. He confines it only to the purpose. Of course, 
that would still leave the difference between the two systems. 

Senator Geonna. The maximum amount to be loaned by a farm- 
land bank now is $10,000. Are you in favor of increasing that 
amount ? 

Mr. FiNi>EY. When I answer that, you must understand, of course, 
that I am speaking personally and not in a representative capacity. 

My idea of that is this : That the whole Federal farm loan act, so far, 
has been developed under abnormal conditions. That is conceded. 
And here is another thought : As yet, there has not been sufficient nor- 
mal experience to base any fundamental changes on in the act. 

We all know that $10,000 will not buy as much now as it did 
before the war. We all hope that it will buy more hereafter than 
now ; and after a due length of time, when you can strike a balance 
and reach some safe conclusion as to the amount of the depreciation 
in the purchasing power of money as compared with the: ante-bellum 
conditions, the $10,000 maximum could be safely increased by that 
percentage, in my opinion. 

Senator Gronna. Increased to what percentage? 

Mr. FiNLET. The same percentage the depreciation in purchasing 
power bears to ante-bellum conditions. 

Senator Owen. How does the average rate of earnings of these 
banks compare with the average rate of earnings of the national 
banks? Do j'ou know? 

Mr. FiNLEY. I do not know the average in the case of national 
banks; but there is a gentleman here who will follow me who can 
answer that question fully, and I will be very glad if you will have 
him do so. 

Senator Owen. Do you know what the average earning of these 
banks has proved to be? 

Mr. FiNLEY. The joint-stock land banks? 

Senator Owen. Yes. 

Mr. FiNLEY. We can tell you that ; and it is very low. 

Senator Owen. We want to know what it is, if you know 

Mr. FiNLEY. Yes, sir; less than 3 per cent per annum average. 
But at the same time we want to be fair in that statement 

Senator Owen. The national banks earn somewhere around 10 
or 11 per cent. 

Mr. FiNLEY. Many of them far more than that. Our average per 
cent per annum is low because so many of us are quite young in the 
business yet 

Senator Owen. I understand that, but the suggestion is made in 
the report of excess profits, and I want to know what the facts are ? 

Mr. FiNLEY. The facts are that only one bank has made so much 
as 11-| per cent. That is the maximum made under especially favor- 
able conditions. The Federal Farm Loan Board covers this ques- 
tion of earnings very effectively in its annual report, which I under- 
stand has already been released, and we are filing with your commit- 
tee a complete statement for each bank. 

Senator Geonna. According to that statement, you do not come in ' 
competition to any great extent with the Federal farm banks? 

Mr. FiNLEY. We do within the $10,000 limit ; but we have volun- 
tarily limited it. 
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Senator Gbonna. I thought from the report it was very limited. 

Mr. FiNLET. Thirty per cent ; but there are some difficultieis, largely 
administrative. 

Senator Owen. What you said a while ago was that practically 
70 per cent of your loans were outside of the limit fixed by the Farm 
Loan Board on the ordinary farm-land banks and only 30 per cent 
came within the competitive field. Is not that the fact? 

Mr. FiNUEY. Yes, sir. I also said that we had voluntarily re- 
stricted that field and that the Farm Loan Board had further re- 
stricted it by its rulings, which we gladly accepted. In total amount 
of loans only 30 per cent of our loans are below $10,000. Our average 
above $10,000 is only $17,000, and our average of all is only $9,000. 

In concluding this opening statement, we wish to ask the commit- 
tee to recall the bill, if it will. You have already passed — this com- 
mittee has, and I believe it has passed the Senate — a bill relieving 
the Treasury of the burden of the support of the farm bureau, and 
throwing it on' the Federal land banks and the joint-stock banks. 
We are not objecting to that at all; we know of no objection to it 
whatever. There are also other bills pending taking out some of 
the red tape in the operation of the Federal land banks. We are 
not objecting to that. We are not opposing it; we are not fighting 
it. If you leave it to the individual farmer, as a borrower he would 
ordinarily prefer our system; but for reasons I have stated we do 
not think it would be wise public policy to do that, because localities 
that need loans for production, would not be served adequately. 

So we are not objecting to any of these bills by which you are try- 
ing to improve the machinery and the operation of those banks. We 
ask that you bring the bill back and treat us in the same spirit. 

Senator Hitchcock. Willyou not let me ask you a question, re- 
verting to that concrete case you specified? That farmer went out 
and borrowed $40,000 and gave a mortgage which presumably will 
pay an income tax to the (Jrovernment. Suppose that income tax is 
6 per cent. The holder of the $40,000 would pay to the Government 
$2,400 a year. Now, the Government then lays that $2,400 a year 
income aside from what may be lost to the State or the county. It 
has only cost the farmer, you say, $2,000 to get it. So that, in order 
to give him the benefit of $2,000 over a period of five years, you 
have sacrificed for the Government an income of $2,400 a year, ac- 
cording to the present tax standard, to say nothing of the county 
and the State and the city, what they may have lost. What have you 
to say in regard to that? 

Mr. FiNLET. My reply to that is this. You said " presumably." 
You very correctly used that word, because it is a notorious fact 
that very few of these mortgages do pay any tax, and it is ele- 
mental that no man would buy a 6 per cent mortgage on which he 
would have to pay the whole 6 per cent to the Government, and, in 
addition, local taxes. It would be interesting, indeed, for all of us, 
if we could trace that transation through to its end, and find out how 
much of that $2,000 this farmer had to pay in excess ever found its 
way into any public treasury. 

Senator Smoot. You know 6 per cent bonds of private corpora- 
tions, of undoubted standing in the world financially, are generally 
at a premium, not at a discount. 

Mr. FiNUET. They are selling now on a 7 and 8 per cent basis. 
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Senator Smoot. Well, right to-day; not when these joint-stock 
land banks were first organized. 

Senator Noeris. I do not know whether you are prepared to take 
it up, but some place in this hearing I would like some one to take up 
this proposition : Suppose that the committee, after this hearing, is 
still favorable to the bill as has already been reported. What 
method or what law can be) passed by Coiigress that will save you 
people from any harm or damage? Have you any suggestions to 
make as to what we should do in case we still adhere to the original 
action of the committee? 

Mr. FiNLET. I intended to conclude my talk with a reference to 
that, but no intention to suggest any arrangements for our own 
funeral. 

We do not ask you to bring the bill back for the purpose of pro- 
viding some reasonable and just method for our liquidation; we do 
not want to be liquidated. We are doing good work. We know it. 
We want to go on and should be permitted to do so. If there is any- 
thing that is too loose in this act, you can tighten it up — improve it. 
The differences between the two banks can be adjusted on a reason- 
able basis for the benefit of the public-^not merely for the benefit of 
men who have official positions in one and men who have their own 
capital in the other. 

So we are not asking you to provide means for our liquidation; 
because, if it should ever come to that bad end, we know you gentle- 
men represent the cherished opinions and feelings of the Nation, the 
American sense of fair play ; that justice is represented here in this 
Senate, and that after having been invited to come into this, and 
having responded and invested our capital — and, what is far more 
important than that, made commitments to farmers for loans that 
if not made will upset all their plans for production — then a situa- 
tion will have arisen that we can leave to your fairness and sense of 
justice. 

The Chaiemaivt. You are doing business on a 1 per cent margin; 
and the farm land banks are doing business on a 1 per cent margin. 
They loan money at 5^ per cent. Why can't you? 

Mr. FiNLEY. For several reasons: First, and perhaps as important 
as anything else, because of the very wording of the act. It puts 
their bonds before the public, so as to give the impression that the 
Government is behind them to a greater extent than it is behind us. 
That is one reason. Another is, the coguaranty of all their bonds by 
all their banks is back of them for whatever it is worth. That is 
one reason they sell bonds at a less interest rate than we do. The 
bonds of both banks are instrumentalities of the Grovernment, but it 
is advertised that the Government has stock in the Federal land 
banks. They had advanced to them nearly $9,000,000 of public 
funds free to start business with that will be returned in time. There 
is no double liability on that stock. 

There is still another reason. The' United States Treasury has 
bought $135,000,000 of their bonds. If they had to sell bonds as we 
do, they would have to charge the farmer the same interest or pay 
him less in dividends on his stock. 

Mr. Aluen. Another thing is that the Federal land banks are al- 
lowed to loan twenty times their capital. 
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Mr. FiNLET. Yes ; and we but fifteen times. That is another good 
reason. 

The Chairman. That would not tend to make the security better, 
would it? 

Mr. FiNi^Y. It increases their power of income, relative to ours. 
Ours is enly fifteen times the amount of our capital, and they are 
allowed to loan twenty times their capital. 

The Chairman. I want to call attention to an extract I have, here 
from a hearing before the House committee on November 13. I will 
read it. [Reading from p. 22 of hearings before the House Com- 
mittee on Banlang and Currency, Nov. 13 :] 

Mr. Steong. The men who advanced the price of land, in my judgment, are 
the well-to-do farmers and speculators who are going out and buy more land, 
because they have an established trade and can borrow money, because they can 
borrow funds by reason of their wealth. 

Mr. Cokey. That is true. 

Mr. Strong. And they put up the prices and deprive the little farmer of the 
opportunity of owning a farm. 

Mr. Cokey. I think that is correct. 

Mr. Strong. Then why should the Government issue tax-free bonds in order 
to help rich men borrow large amounts of money? 

Mr. Cokey. That is pretty drastic and, very properly speaking, proper criti- 
cism of the loans through the joint stock land banks. 

Mr. FiNLET. That should be taken, I think, in connection with his 
statement also in- the same hearing, that there was no limit on- what 
we could loan ; but I have just shown that there is. 

The Chairman. Well, $50,000 now, and that could be raised at any 
time. That is a pretty large sum of money to be loaned free of tax. 
We have a bill pending here now, introduced by a member of this 
committee, the Senator from New York — Mr. Calder — who wants the 
Government to permit the incorporation of building and loan asso- 
ciations. The purpose is to furnish money to the poor man so he can 
build a little home ; and they want to issue bonds, and they want those 
bonds exempt from taxation. 

We have a railroad problem on our hands here, in which we limit 
the income of the roads to 5^ and 6 per cent, and we want cheaper 
transportation. The public is just as much interested in that as they 
are in farm production ; and they are also interested in having a poor 
man have a home of his own. If we start in on this tax exemption 
business, where can we fairly and justly stop it? 

Mr. FiNLET. Mr. Chairman, I can not possibly answer that better 
than by quoting an expression of one of the Justices of the Supreme 
Court — not on that particular point, but on another point in the 
argument on the constitutionality of this act, as to the tax exemption. 
It is on that question of tendency and how far it was an issue. The 
Justice said that because you went to the edge of a precipice, it was 
not necessary to jump off. 

The condition in regard to these building and loan associations are 
entirely' different from what they are in the agricultural field. 

There is nothing in the industrial life of the Nation more stable 
than farm lands. While the value of the cities, as a whole, is in- 
creasing, there are large sections in the cities, owing to the fact that 
the real estate fashions in the cities change, where land is not worth 
as much as it was formerly. There are in New York City to-day 
buildings bonded, that when they were bonded were bonded on a 50 
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per cent basis ; and they would be glad to sell them now for the bonds. 
That is because of subway changes, and new avenues opened up, and 
such reasons; that it is tax-free municipal bonds that has already 
made through public buildings, paved streets, lighted boulevards, 
extensive parks, life in the city so attractive that people from the 
country are willing to go there, sleep in a garret and live on a crust 
rather than stand the isolation of the country. 

And your same question of relativity would come in there. Would 
you stop at New York or Chicago or a town of 10,000 or 5,000? Take 
a boom town or a mining town, or a war city, like Hopewell, Va. 
It would open up untold difficulties; and from the bankers' stand- 
point of safety, security alone, it would be extremely difficult to sell 
those bonds unless the Grovernment made them not only instrumen- 
talities, as they have ours, but actually put its guarantee back of 
them, which it has refused to do in our case. 

Senator Hitchcock. Will you let me refer to that $40,000 case 
once more ? The farmer gets his $40,000, and $40,000, approximately, 
of tax-free bonds are issued. The normal tax on the income from the 
$40,000 of tax-free bonds would be $192 a year. Who gets the benefit 
of that $192 a year that the Government loses ? 

Mr. FiNLEY. The normal tax on that? 

Senator Hitchcock. The interest at 6 per cent on the $40,000 is 
$2,40Q a year, and the normal Government tax has advanced now, as 
I recall it, is 8 per cent on the $2,400. So, that the Government 
actually loses, by reason of that tax-free exemption clause $192 a 
j"ear. Who gets the benefit of it ? 

Mr. FiNLEY. The Nation. r 

Senator Hitchcock. Well, who primarily gets the benefit of it? 
Is it the farmer that borrowed the money ? 

Mr. FiNLET. I take it so ; incidentally he benefits. 

Senator Hitchcock. What reason, in principle, is there for giving 
that farmer $192 benefit each year for many years, or giving that to, 
say, 10 men in a city who want to borrow $4,000 apiece on little 
homes ? 

Mr. FiNLEY. There is no answer to that except this 

Senator Owen. I think there is an answer to it, because in one case 
this $40,000 goes into the increased production of food for the 
Nation. That is a good reason. 

Mr. FiNLEY. Yes ; I was going to say exactly that. 

Senator Hitchcock. Let us see about that. The man has bor- 
rowed that $40,000. He is going to get his increased production of 
foods. But you say he has paid $2,000 bonus in order to get the 
$40,000. Now, in order to do that, you lose to the Government $192 
a year indefinitely for the future. 

Mr. FiNLEY. But a farmer's peace of mind, like everybody else's 
is worth something inhis productive capacity. He is relieved of the 
worry as to what he is going to do at the expiration of five years 
and what he has got to pay if he can get the money at all to renew| 
also 

Senator Hitchcock. Is there any reason why that farmer, with 
the security so good as that, should not borrow it of a farm loan 
bank, without any individuals being in there to make a profit on the 
transaction ? 
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Mr. FiNLET. I have already tried to cover that, the necessity for 
a dual system, but that point is going to be gone into again fully 
by a speaker whom I wish very much you would hear. He is going 
to cover that again, also what the actual loss to the Treasury is. It 
is small. 

Senator Smoot. I would like to ask a question. It has been sug- 
gested to me that the bill ought to be amended in this particular : 
That it should provide that the contracts that have already been 
entered into by these joint-stock land banks should be executed on the 
basis of existing law. Can you tell me how many contracts, or can 
you estimate how many contracts are in existence ? 

Mr. FiNLEY. About fifty- four millions. 

Senator Hitchcock. I think we would have to go further than 
that. I think if these gentlemen have gone into this private banking 
business on the assurance of the Government, Congress would not 
shut them off arbitrarily with what business they have done and 
leave them so that they are going to lose money on the transaction. 
I think that there would have to be found some way of liquidation. 

Senator Smoot. There is a bill now before the committee for 
liquidation of them that will take care of that in every way. 

Senator Noeris. That brings us back to the question that I asked, 
what should Congress do to save these men who have gone into the 
business honestly? I would like to have that matter pretty fully 
discussed — because there is nobody here that wants to do an injury 
to anybody, and we concede that you have gone into the business 
rightfully and lawfully. But it does not necessarily follow from 
that that we must necessarily let that law stand forever. If we 
repeal the law, the question is what should we do to save the men 
that have gone into this business. 

Mr. FiNLET. I can not answer that now, but if you will get the 
bill before you 

Senator Owen. Is the bill before the committee now ? 

The Chairman. It is on the calendar in the Senate. 

Senator Smoot. Mr. Chairman, I wish to say, as author of the 
bill, that I am perfectly willing that the chair should ask unanimous 
consent of the Senate that the bill be resubmitted to the committee. 
I have not anything in my heart other than to look out for the in- 
terests of the people of the United States — not any one class, but the 
whole of the people. 

Senator Norris. I do not think it makes any particular difference, 
because everybody understands that we will not pass the bill until 
the hearings are through, but I am willing that the chairman should 
be instructed to ask unanimous consent to resubmit the bill to the 
committee. 

Senator Gronna. I am not going to object to that, but I will say 
this: That there will be other bills considerd along with the Smoot 
bill, and I do not believe the Smoot bill will do what it ought to do 
if the joint stock land banks are to, from now on, pay taxes on the 
bonds, because I do not think it would do justice to them. I am not 
saying now that I am in favor of the continuing of the joint stock 
land banks, but I am in favor of at least exempting the bonds that 
liave been issued, and also not only for the term of 20 years, but for 
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the entire time for which they are to run, that must be taken care of. 
I have perhaps given this matter as much study as anyone, because 
I have been at it a long time, and I do not want it to be understood 
that the Smoot bill is the only bill to be considered, because there 
will be other bills, and I am preparing one myself. 

The Chairman. There is a bill pending before the committee 
which provides for the liquidation of the banks. That bill has been 
introduced by Senator Smoot. It does not seem to me that it is neces- 
sary to recommit the pending bill. 

Senator Gronna. No; I do not think so. . 

Senator Norris. I do not think it makes any difference, except on 
the face of it it would probably indicate a little more fairness. I 
do not care, as far as I am concerned, because the same result is going- 
to happen. 

Mr. FiNLET. As our time is limited, may I ask that you now hear 
Mr. Traylor? 

STATEMENT OF MR. M. A. TRAYLOR, PRESIDENT FIRST SAVINGS 
& TRUST CO., CHICAGO, ILL. 

Mr. Tratlor. Gentlemen of the committee, I am president of the 
First Savings & Trust Co., Chicago, 111., and not interested in the 
Federal farm-land banks or joint stock-land banks. My interest in 
this matter is that of a citizen, as a distributor of securities. In your 
report you say : 

The accumulation of large aggregations of capital, wholly exempt from any- 
and all forms of taxation, is wrong in principle and should be discontinued.. 
The large taxpayers will gradually absorb these bonds, which will contribute 
nothing to the support of the Government. 

I affirm that, with all the confidence I have and knowing what is 
actually happening, the drift toward a tax-exempt class in this 
country, since the income tax became a factor in security ownership 
has been at a rate that, from our own knowledge of what we are do- 
ing in our own institution, is amazing and alarming. With that 
admission, I present myself to this bill with this thought only : Will 
the passage of the Smoot bill, relieving joint stock land bank bonds-, 
from exemption from taxation, cure the evil ? What will follow the- 
repeal of the joint stock land bank tax exemptions? 

The Senator has suggested that a bill is now pending, or, rather,, 
that pressure has been brought on the Land Bank Board and on 
Congress, to increase the limit of loans to be made by the Federal 
land banks. The expressed intention of the Senate to be fair to the- 
joint stock land banks is sufficient to guarantee that they want to be- 
fair, and that is my purpose. 

Senator Smoot. Are you in favor of the increased limit, to increase 
the limit? 

Mr. Tratloe. I was going to make the statement that if the joint- 
stock land banks are rendered incapable of meeting the demand for 
loans of $25,000 and $50,000 that they are now maKing the pressure 
will be so strong upon Congress to increase the limit of loans to be 
made by the Federal land banks that it will be impossible, in my 
judgment, to resist it. 
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Senator Gronna, Where does that pressure come from ? 

Mr. Teaylor. From the farmers themselves. 

Senator Gronna. The gentleman is entirely mistaken. The presi- 
dents of nine of the Federal farm land banks are opposed to the 
increase, and only three of them are for it. 

Mr. _ Traylor. I am absolutely in accord with that. I do not 
think it should be 

Senator Gronna. So do not waste your time about that. I am 
only one member of the committee, but I think I can say that there 
will be no increase. 

Sefiator Smoot. I want you to correct your statement that the 
farmers of the country want the increase. 

Mr. Tkaylor. I can only speak of those I know about. They do 
in Illinois and Iowa. 

Senator Noreis. I think the pressure will be just as he says. I do 
not agree to it ; but I think there will be that kind of a pressure. 

Mr. Traylor. What I am working toward is just this: If that 
does not follow, then I have an idea that this may follow, that the 
States themselves will— as South Dakota and North Dakota have 
done — pass their own tax-exempt security laws, or pass their own 
land-bank laws, that will permit them to issue tax-exempt securities, 
which are beyond the power of Congress to reach. 

Senator Gronna. In order to be correct. North Dakota has re- 
pealed the law exempting mortgages from taxation. 

Mr. Traylor. In her own State? 

Senator Gronna. Yes. 

Senator Smoot. Utah had a similar law, but repealed it, and I 
think every State that tries it will do so. 

Mr. Traylor. Then, if neither the joint-stock land banks nor the 
Federal land banks are permitted to increase their loans — and I 
hope they will not be — and the States do not take up the loans, as 
South Dakota is now doing — has already loaned over $20,000,000, 
perhaps, which is tax exempt, and which is beyond the reach of Con- 
gress — ^the repeal of this bill would go just as far toward stopping 
tax-exempt securities. But is it better to have two classes of banks, 
as we have to-day, responding to the requirements of farmers for 
land development, or would it be better for Congress to begin now 
in the right direction, if possible — and this is the thought I want to 
bring to you, and nothing more 

Senator Smoot. Before that, may I ask you if you are familiar with 
the average amounts loaned by the Federal land banks? 

Mr. Teayloe. I had read the statistics; yes. ■ 

Senator Smoot. The St. Paul bank has furnished me with a com- 
plete statement showing the average amount loaned out of thirty- 
six million is $2,500. 

Mr. Traylor. That is very admirable, and if they can keep it to 
that basis they are serving the people that need help. 

Senator Smoot. Serving the people that Congress intended should 
be served. 

Mr. Teaylor. But, gentlemen, what I want to talk to you about 
may not be directly on this bill, but it is the danger that is accumu- 
lating from tax-exempt securities in this country. You are talking 
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about what these tax exemption securities are. A man with an in- 
come of $5,000, a 5 per cent bond equals 6.17. On $11,000, it is equal 
to 6.37. 

Now, then, gentlemen, with the income tax as it is — and it is go- 
ing to stay — and this says nothing about the local taxes that escape 
just as well, but with the income taxes where they are, and Govern- 
ment expenses where they are bound to remain, this becomes a 
serious question to the country, this multiplying of tax-exempt 
securities; and it is time now, with the railroads and private cor- 
porations demanding and requiring securities to be floated, that we 
go much further than simply the repeal of the bill, and attempt in 
some way to reach that $600,000,000 of municipal securities that were 
issued during the present year — ^millions and millions of road bonds, 
school district bonds, railroad bonds, and every character of city 
and municipal bonds that is going on the market, and that we know 
is going directly into the asset holdings of the largest taxpayers in 
this country to such an extent that it is going to be absolutely impos- 
sible to finance your railroads, to finance your private corporations, 
your industrial enterprises of any character, unless that is stopped. 

And my thought is and my feeling is — and that is why I came 
here at the request of these gentlemen — ^that you can not reach the 
evil by the repeal of this exemption or by the passage of this bill, 
which removes the exemption. 

Senator Gronna. Let me understand you. You are in favor of 
repealing the exemption of all the Federal farm loans ? 

Mr. Teayloe. Of all the Federal farm loans and, going beyond 
that, I mean that I feel that the tax exemption on all securities 
should be removed, and, of course, that would include the exemption 
on the bonds of both types of land banks. But unless an effort is to 
be made to reach municipals and others which constitute the great 
bulk of this evil, it will be of little importance whether the exemp- 
tion remains on farm-loan bonds or not. Also I want to state em- 
phatically that it would be wrong in principle and entirely futile 
in results to remove the exemption on bonds of the joint-stock land 
banks if the exemption is still to apply to the bonds of the Federal 
land banks. To get at the great amount of municipals and other 
exempt securities is more important. But probably this is much 
harder to do — ^possibly a constitutional amendment will be necessary. 

Senator Geonna. Of course we are not considering that now. 

Mr. Teayloe. I understand. 

That is briefly what I have in mind. I have a lot of tables I would 
like to file. This is. income derived from tax-exempt securities in 
comparison with taxable securities : 
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Tax-Feee v. Taxable Bonds. 

A tal)ulation comparing income from, tax-free and taxaile securities under 
Federal income-tax rates affecting 1919 income. 

(The income from certain United States Government and all municipal tionds is exempt Irom the Federal 
incomfi tax. Under the income-tax law affecting 1919 income taxable bonds are subject to taxes ranging 
from 4 per cent to 73 per cent, according to the amount of income. This table has been compiled to show the 
yield which taxable bonds must return to equal the return from tax-free bonds yielding from 3i per cent 
to 7 per cent. Example; Individual with income of $60,000 purchases a taxable bond to yield 6.52 per cent. 
His tax on 1919 income from this bond is at rate of 31 per cent (normal tax, 8 per cent plus surtax on income 
between $48,000 and $50,000, 23 per cent), leaving actual income of 4i per cent. Rates of interest given at 
top of columns represent yield from tax-free bondfe. The equivalent yields from taxable bonds are given 
below for various amounts of income, while it is believed that the figures in the table are correct, their 
accuracy is not guaranteed.] > 
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Mr. Tratlok. I have here a memorandum as follows : 

memorandum:. 

Federal farm land bank and joint-stock land bank bonds not taxable. Bonds 
bear 5 per cent interest — selling at present time to net 4J per cent to the in- 
vestor. 

Municipal bonds sell between 4.60 and 4f per cent. These bonds are exempt 
from all income taxes, but are subject to personal property taxes in most of 
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the States. Being tax exempt, neither the land bank bonds nor the municipals 
are admissible assets in computing invested capital for the purpose of excess 
profits taxes. 

The Federal land bank bonds are Issued up to twenty times the amount of 
their capital ; joint-stock land bank bonds fifteen times. 

On a minimum of $250,000 capital, the Federal land banks could Issue 
$5,000,000 of bonds, joint-stock land banks $3,750,000. Estimating 1 per cent 
profit, the annual profit on minimum capital would be $50,000 for the Federal 
and $37,500 for the joint-stock land banks. 

As a basis for figuring, take a $50,000 income — if per cent bond tax free is 
equal to a 6.88 per cent taxable bond. $50,000 income at 5J per cent is equal to 
3.74 per cent ; i. e., the normal tax being 8 per cent, the surtax 24 per cent — 32 
per cent of $55 or 17.60 from a $55 annual income would be equal to 3.74 per 
cent. If the interest on these bonds were made taxable, they would be on the 
same beisis as other farm loan mortgages, with the following exceptions : 

The jbint-stock land bank would have double stockholders' liability and re- 
strictions as to amounts loaned in addition to farm securities. The Federal 
land banks restrictions as to amounts loaned in addition to farm securities 
(amount $10,000) ; if made fully taxable as to income, surtaxes and excess 
profits, these bonds would be most attractive tp investors with incomes up to 
$20,000. For example-^estimate selling to yield 5.50«per cent — $55 equal to a 
tax free bond at 4f or $47.50 could stand a tax of $7.50, which is equal to 13i 
per cent of $55, being 8 per cent normal, 5 per cent surtax, not taking into 
consideration the personal property taxes. 

Corporations are not interested in these bonds whether taxable or not ; as 
being exempt can not be used as invested capital, and if taxable present heavy 
taxes of 20 to 40 per centn-educe the net yield to a less price than a 3i or 3i 
Government bond, which are tax free and can be used as an admis.sible asset : 

Four and three-fourths per cent nontaxable bond — $50,000 income equal to 
31 per cent tax — 6.88 per cent; 4| per cent nontaxable bond — $20,000 income 
equal to 16 per cent tax — 5.65 per cent ; 4| per cent nontaxable bond — $100,000 
income equal to 56 per cent tax — 10.80 per cent ; 4f per cent nontaxable bond — 
$200,000 income equal to 64 per cent tax — 13.19 per cent ; 4| per cent nontaxable 
bond — $300,000 income equal to 68 per cent tax — 14.84 per cent : 4i per cent 
nontaxable bond — $500,000 income equal to 71 per cent tax — 16.38 per cent ; 
4i per cent nontaxable bond — $1,000,000 income equal to 72 per cent tax — - 
16.96 per cent. 

STATEMENT OF EVANS WOOLLEN, PRESIDENT FLETCHER JOINT- 
STOCK LAND BANK, INDIANAPOLIS, IND. 

Mr. Woollen. I wish, if the committee please, to read a statement 
of a page and a half and then, without comment, to leave copies of 
the statement with members of the committee, holding myself in 
readiness to answer any questions which the commitee may wish 
to put. 

The question arising from Senator Smoot's bill is not as to the 
expediency of maintaining a governmental system of rural credits; 
it is not as to the effectiveness, generally, of the Federal farm-loan 
act; it is not whether, in view of the change in conditions since 
1916, it would be well to modify the tax exemption on all farm-loan 
bonds; but it is as to the expediency of withdrawing from the joint-- 
stock land banks the privilege of issuing tax-exempt bonds. 

This question is to be answered not at all with reference to the 
wish of the owners of the joint-stock land banks to continue in busi- 
ness, but by the application of two tests. First, at the joint-stock 
land banks so functioning as to constitute them a helpful part of 
the system established by the Federal farm-loan act to provide 
capital for • agricultural development and to equalize rates of in- 
terest on farm loans; and, second, if the answer be affirmative then 
can the joint-stock land banks continue to function without the privi- 
lege of issuing tax-exempt bonds? 
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As bearing on the first test, the following facts are submitted : 

Nine millions of private capital have been brought to the service 
of the system. 

Loans by joint-stock land banks during month before last were 
38 per cent of the total under the system. 

The joint-stock land banks have developed their business without 
absorbing any considerafble amount of business that would other- 
"wise have gone to the Federal land banks which constitute the 
other part of the system. 

The joint-stock land banks lend only for agricultural develop- 
ment, and never to any borrower more than 15 per cent of the lend- 
er's capital stock, or more than $50,000; the maximum rate of in- 
terest is 6 per cent, and there are no commissions. 

The joint-stock land banks are functioning in such States as Vir- 
ginia, West Virginia, Louisiana, Tennessee, Minnesota, Montana, 
Texas, and California, as well as in the corn belt. 

As bearing on the second test, the following facts are submitted: 

Inasmuch as the maximum spread between the mortgage rate 
and the bond rate is 1 per cent, and the maximum bond issue is fif- 
teen times the capital, it follows that the gross earning can not ex- 
ceed 15 per cent plus any realization on the capital. From these 
maximum gross earnings must be deducted the expenses of doing 
husiness and losses on account of unavailed-of lending capacity and 
of temporarily idle funds. 

As of November 30, 1919, 30 joint-stock land banks, with a paid-in 
capital of $8,638,650, having been in business for periods ranging up 
to 31 months, showed net profits of $224,663.58, being at the rate of 
less than 3 per cent per annum. Of the 30 banks, 16 had made money, 
11 had lost, and 3 were even. 

The joint-stock land banks are in competition with mortgage lend- 
ers, which, to a large extent, as in the case of insurance companies" 
and savings banks, do not pay taxes on their loans. 

As bond sellers, they are in competition with the billions of Gov- 
ernment securities and the billions more of municipal securities. 

If the committee pleases, I would like to leave a memorandum with 
each member of the committee, and now I will be glad to answer any 
qviestions that may be in the minds of Senators. 

Senator Hitchcock. These first few years are necessarily not very 
profitable ? 

Mr. Woollen. Quite so. They are the years within which the bur- 
den is borne of putting the business on the books, and it is for the 
reason that the years are not normal years that in my statement I 
have given first the possible earnings, theoretically, as really being 
more significant than the earnings of 3 per cent, which have actually 
been realized. 

Senator Page. Has the last year been fairly normal in its condi- 
tions in relation to your lank banks — the joint-stock land banks? 

Mr. WooLLEOsr. Do you address me with reference to my bank? 

Senator Page. Well, speaking generally, the joint-stock land banks. 
Have they been functioning or acting in a normal way ? 

Mr. Woollen. No. The banks have been in existence up to 31 
months. More than half of them have been in existence for such a 
brief period as not to have involved their really getting under way. 

Senator Page. And the profits for the last year have been what? 
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Mr. Woollen. I can not say. The profits realized throughout the 
period by all the banks have been less than 3 per cent. 

Senator Page. But that would hardly be a fair way of stating the 
matter. 

Mr. Woollen. As I understand Senator Hitchcock's question, I do 
not submit that as a fair test of realization to be expected in the 
future. 

Senator Hitchcock. Could you make any estimate of what the 
average profits would be over a period of 10 years ? _ 

Mr. Woollen. Our own hope has been that the realization would 
run from 8 to 10 per cent. 

Senator Noeeis. You say in 3'our statement of the 30 banks that 1& 
had made money, 11 had lost, and 3 were even. Now, of those 16 
that made money, what time had they been in existence? In other 
words, I want to find out, if I can, from you whether the banks that 
have made' money had been in existence longer than those that had 
not made money ? 

Mr. Woollen. I do not think such a conclusion can be drawn. I 
have a statement here showing the earnings of each of the 30 banks. 
It will be found on reference to this statement that the first of the 
banks to be organized showed, as of November 30, undivided profits 
of $33,000. The second one to be organized showed undivided profits 
of $4,000. Whereas the third bank organized, organized in June^ 
1917-^the one of which I am an officer — showed, as of November 30, 
a loss of $24,000. Would you like to have this in your hand ? 

Senator Owen. I ask to have it put in the record. 

Senator Noeeis. If you will put that in the record, it will be very 
illuminating. 

(The statement referred to follows:) 
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Mr. Woollen. I will not detain the committee further unless there 
are further questions. 

The Chairman. Senator Smoot desires to make a statement. It 
will be impossible for him to be here this afternoon, and therefore 
It will be necessary to adjourn this hearing until Monday. I think 
it would be well for the gentlemen who have testified in opposition 
to the bill to appear here Monday, as there may be other questions 
that members of the committee would like to ask, and some of the 
gentlemen who have already appeared may desire to make further, 
statements. 

Senator Henderson. The opinion seems to be that the Federal 
land bank is for the benefit of the small farmer and the joint-stock 
bank is for the benefit of the larger farmer. 

Mr. Woollen. I would say that the act is neither for the benefit 
of the large or the small farmer, but simply for the promotion of 
agriculture, for agricultural development, and the equalization of 
farm rates, and that, to the end that this purpose be achieved, the 
two instrumentalities have been established under the act, one of 
which operates more largely with the small farmer and the other 
more largely with the larger farmer. 

Senator Henderson. Is that due to the amount you can loan under 
one act in excess over the other? 

Mr. Woollen. The fact that the Federal land banks serve more 
largely the small farmer is due to the fact, of course, of the limita- 
tion in considerable part. 

Senator Owen. And to its structure? 

Mr. Woollen. Yes. 

Senator Owen. The structure of the land-bank act? 

Mr. Woollen. I was about to add that, the instrumentality estab- 
lished in the Federal land bank, as, of course. Senators have in mind, 
a cooperative institution, to which some farmers prefer to resort, 
whereas other farmers prefer to resort to the noncooperative banks. 

Senator Henderson. And the two banks are for the purpose of 
serving the same function and of giving benefit to the same industry ? 

Mr. Woollen. Quite so. 

Senator Henderson. Then, is there any reason that you know of 
why any difference should be made in this act between the Federal 
land banks and the joint-stock land banks? 

Mr. Woollen. In the matter of limitation as to amount? 

Senator Henderson. Yes ; and exemption. 

Mn Woollen. First, as to difference in limitation — although I un- 
derstand from the statement by Senator Gronna that that, perhaps, 
is not a live question — I would see no reason for restricting Federal 
land banks as they are restricted, excepting the fact that they are 
cooperative institutions into which borrowers necessarily have to 
adventure their funds. That, I take it, is the real reason for the 
limitation. 

In answering your second question, I see no reason whatever for 
the withdrawal from the joint-stock land banks of the tax-exempt 
feature, unless it be established that they are failing to function 
as a helpful part of the system, helpful in the development of 
agriculture. 

159907—20 3 
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* ... 

Senator Noeeis. In other words, you think that the limitation as 
to tax exemption should be the same as to both systems? 

Mr. Woollen. Yes ; assuming that both systems are helpful in th« 
achievement of the primary purpose. 

Senator Noeeis. Yes. Then would you be willing, if the law re- 
mained that way, to place the same restrictions as to amount and as 
to the purpose, of the loan upon the joint-stock banks as on the 
Federal farm loan banks? 

Mr. Woollen. Speaking for myself, and not in representative 
capacity, yes. 

Senator Noeeis. Well, let me ask you the question in your repre- 
sentative capacity, what do the joint-stock land bank men say on that 
proposition? Are they willing that the same limitations should be 
applied to their loans and the purpose for which the money can 
be used, and as to the class of persons to whom they can loan it, and 
as to the amount they can loan, as applies under the law to the Fed- 
eral farm loan banks ? 

Mr. Woollen. If the Senator please, I prefer that that question be 
answered by the chairman. 

Senator Owen. I think it was answered a little while ago. The 
president stated that he would be glad to have it appear in the act. 

Mr. FiNLET. As to purpose. 

Senator -Noeeis. But he did not say that he would be willing to 
have all these limitations apply on it, but as to purpose, he was will- 
ing; and I judge from that that he would not be willing as to the 
other limitations. That is not the only difference. 

Mr. Woollen. I will undertake to answer, although my answer 
will not be conclusive, and then ask if Mr. Finley will supplement the 
answer with anything which he thinks will better represent the senti- 
ment of the joint-stock land banks. 

The Senator asks whether we think the joint-stock land banks will 
be willing if the limitations on the two kinds of banks be made the 
same. My answer is that the joint-stock land banks ought to be 
willing, unless so to do would make it impossible for them to func- 
tion usefully and profitably, and I do not see that it would. 

The question, then, ought to be answered, I think, exclusively with 
reference to whether by identity of limitations the primary purpose 
of the act could be best achieved. If it is better for the system that 
the Federal land banks be not restricted otherwise than as the 
joint-stock land banks are restricted, then I think the restrictions 
should be so removed. 

Does that express, Mr. Finley, the view of the committee so far 
as you have it in mind ? 

Mr. FiNLET. I think, Mr. Chairman, I tried very hard to cover 
that in the first case, and the time is so very short I will devote but 
a sentence or two to it now. 

I take it we are all agreed that we are willing that the purposes of 
the act be made very plain in the act, that we all be held to it on the 
same terms; that is, both the joint-stock land banks and the Federal 
land banks. Our conception of the legitimate field for each would 
not necessarily call for the same limitations on the loans. 

Senator Noeeis. Well, now, would you be willing that the joint- 
stock land banks should have the amount, for instance, that they can 
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loan fixed the same as is fixed for the Federal farm loan banks? 
That is one difference. 

Mr. FiNLEY. Identically the same? 

Senator Norms. Yes. 

Mr. FiNMiT. No, sir. 

Senator Noeeis. Would you be willing to say that the joint stock 
land bank should loan to men who are only actually living on and 
cultivating the land ? 

Mr. FiNLEY. Perfectly willing in that respect for them to be 
identical. 

Senator Noreis. Well, is there any other difference except as to 
amount that you think ought to remain between the two systems? 

Mr. FlNLEY. Just offhand, I do not recall that there is. 

Senator Noeeis. And you would be willing to have the law changed 
if it remained so that the joint stock bank should be identical with 
the farm loan bank except as to the amount of the loan ? 

Mr. FiNLEY. As to the general purpose. Of course, the function 
is different, because it is an entirely different organization. 

Senator Noeeis. I know you have different men and a different 
organization, but that does not quite answer my question. Do you 
want any other difference, as far as the law is concerned ? You still 
have a different organization, it is true, but do you want to be placed 
on a basis that is absolutely on an equality with the Federal farm 
loan bank in every respect excepting as to the amount of the loan 
that you can make ? 

Mr. FiNLEY. We would be decidedly the gainers by it if that 
were so. 

Senator Noeeis. Well, that still is not quite an answer. I am not 
questioning whether you would be a gainer or a loser, but whether 
you would be satisfied if the law were changed in that way. 

Mr. FiNLEY. Personally, yes. I am only authorized on that to 
say for the association that we have no objection, as I have already 
said, to the rules and regulations issued by the Farm Loan Board 
that holds us practically to the same purpose and to the same kind 
of a farmer. And we are perfectly willing that that should go into 
the law and be legal. That is as far as I am authorized to go for 
the association. 

It is time, as I understand it, to adjourn, but there is a formal 
statement we would like to have our secretary make before you 
adjourn, and we are anxious that the Senators who are here should 
hear this. 

STATEMENT OF MR. W. W. POWELL, SECEETARY OF THE AMERI- 
CAN ASSOCIATION OF JOINT-STOCK LAND BANKS. 

The joint-stock land banks petitions your committee to reconsider 
its recommendation that Senate bill 3109 pass without amendment, 
and respectfully submits herewith its reasons. 

This bill amends section 26 of the Federal farm loan act so that 
farm loan bonds issued by joint-stock land banks would no longer 
"be deemed and held to be instrumentalities of the Government of 
the United States," and would become taxable ; the bonds issued by 
Federal land banks remaining as now, tax free. This bill amends 
the act in no other particular. 
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Three parties at interest are to be considered in discussing any 
proposed amendment to the Federal farm loan act. These parties 
are (1) the public, (2) the borrower, (3) the money lender. 

The public interest in agriculture is greater even than that of the 
farmer. 

The borrower's interest in the maintenance of an adequate and 
efficient system of farm credits is second only to that of the public. 

The banker has a very considerable interest in the farm-credits 
system and the laws creating and regulating that system, but con- 
venience of the money lender is the last thing to be considered, and 
the profit to be permitted need be only sufficient to make certain that 
private capital will enter the field of regulated farm finance and un- 
dertake to perform the service contemplated by the act. 

Joint-stock land banks recognize that their right to exist in their 
present form and their right to exercise the privilege of issuing tax- 
exempt farm mortgage bonds granted by the farm-loan act are predi- 
cated upon the assimiption that they are performing a public service, 
important to the general welfare. 

It becomes important, then, to consider what is the public interest 
in this new system of farm credits before proceeding to amend the 
law creating the system. 

By way of correcting the record and clearing the atmosphere of a 
cloud of misinformation, so that consideration of this matter may 
proceed without prejudice, we desire to correct the record and to 
submit official data which will remove to a large degree the mis- 
understanding of the conditions and misapprehension as to the 
facts. 

Fir^. It is not the fact that any joint-stock land bank has made a 
profit of 30| per cent, as has been stated on the floor of the Senate. 
Neither is it true that any bank has made a profit of 20 per cent. 
Most of these banks as yet have shown no profit. There is no oppor- 
tunity for any joint-stock land bank, with the interest rate limited 
by the act to 6 per cent and with turnovers of capital limited to 15 
times, to make an excessive profit. It has not been done, and it 
can not be done. There are no official records in the office of the 
Farm Loan Board or other authentic figures anywhere available to 
warrant such statements as have been made regarding " excessive 
profits." We are filing as exhibits on this point a memorandum of ~ 
the Farm Loan Board, and also a table setting forth the gross in- 
come and disbursements of each bank as shown by the records of 
the Farm Loan Board. I refer to Exhibits Al and A2. [Filed in 
Mr. Woollen's statement.] 

Second. There are not now pending, and never have been pending 
at any time, 100 applications for joint-stock land-bank charters, as 
has been stated on the floor of the Senate and widely quoted and 
circulated to the prejudice and injury of these banks. Neither have 
there been pending at any time a large number of charters for joint- 
stock land banks. At the time this statement was made, July 1, 1919 
(see Congressional Record, p. 2260) , only 21 banks had been chartered 
and only one application for charter was pending. We are filing as 
Exhibit B a copy of a letter from the secretary of the Farm Loan 
Board on this point. 

Third. It is not the fact, as has been stated on the floor of the 
Senate and as was stated before the House Committee on Banking 
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and Currency, that there is no limit t'o the amount a joint-stock land 
bank may lend to a single individual. A ruling of the Farm Loan 
Board fixed a limit of $50,000. We are filing as Exhibit C a copy of 
the ruling of the board on this point. 

Fourth. It is not the fact, as has been stated on the floor of the 
Senate and as was stated before the House Committee on Banking 
and Currency, that joint-stock land banks may lend money for any 
purpose. By a ruling of the Farm Loan Board the loans of joint- 
stock land banks are limited to agricultural purposes. The same 
ruling imposes upon these banks responsibility for seeing that such 
loans are not put to other purposes, under penalty of forfeiture of 
their charters. In support of this we call attention to Exhibit C. 

Fifth. It is not the fact that these banks, limited as they are to 
a 6 per cent interest rate, can continue to operate and serve the pur- 
pose of the act if they are denied the privilege of issuing tax ex- 
empt bonds. They might continue if the 6 per cent limit on the in- 
terest rate were removed, but to remove that limit would be to defeat 
the purpose of the act, namely, to reduce and equalize rates of interest 
so that agriculture as an essential industry may have the- benefit. In 
support of this statement I refer to a letter put into the record 
this morning which was sent out by the Farm Mortgage Brokers' 
Association, and in which it is declared in effect that land banks 
can not continue to make loans at low rates of interest if their bonds 
are subject to tax. 

Sixth. It is not the fact that joint-stock land banks enjoy privi- 
leges which threaten the existence of the Federal land banks. In no 
essential particular is there an advantage enjoyed by the joint-stock 
land banks. On the contrary, in two important particulars Federal 
land banks have tremendous advantage over the joint-stock land 
banks. These particulars are found in the purchase of Federal land 
bank bonds by the United States Treasury and in that provision of 
the act which permits the Federal banks to lend money to the amount 
of 20 times their capital stock instead of only 15 times the capital, 
as is the provision applying to joint-stock banks. We are filing 
as Exhibit E a circular issued by the National City Co., of New 
York, showing how the bonds are certified, engraved, advertised, 
and marketed. 

These statements are made at this time because it seems that all 
argument in support of Senate bill 3109 is based upon misinforma- 
tion, and because it seems unwise and unprofitable to attempt fair and 
unprejudiced consideration of this bill until this much of the record 
is corrected. 

With all Europe clamoring for food and looking to America for its 
food supply, and with the cost of food products in the United States 
constantly increasing, it seems strange indeed to find at such a time 
a tendency on the part of some to consider the farm loan act solely 
or at least chiefly with reference to its influence upon the Govern- 
ment's revenues. 

In its title the Federal farm loan act is described as one — ■ 

to provide capital for agricultural development, to create a standard form of 
Investment based upon farm mortgages, to equalize rates of Interest upon farm 
loans, to furnish a market for United States bonds, to create Government de- 
positaries and financial agents for the United States, and for other purposes. 
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The public interest in the production of food and everything that 
may effect an increase or decrease in the food supply is paramount 
to every other interest in the matter. Were this not so, the farm 
loan act with its presefnt provisions never would have passed Con- 
gress; there never would have been joint stock land banks; there 
never would have been Federal land banks, and there never would 
have been in this country such a thing as a tax-exempt farm mort- 
gage bond. The! purpose of the farm loan act is to increase agricul- 
tural production that the Nation may have plenty of food and at 
reasonable prices. 

Writing in the Saturday Evening Post, of the date of December 
27, 1919, Herbert Hoover, Food Administrator during the war, and 
the recog-nized authority on the world's food supply, says: 

The population of the Uniterl States k-eeps ready pace with our output. We 
can not stand a reduction of tlie per cent in our total production without the 
invasion of privation into our firesides. Tlierefore, sudden disturbance is dis- 
aster. 

Writing in the January issue of Farm and Home, Mr. Hoover 
also says: 

The world situation is such that all our food stuffs will again be needed if 
the world is to be carried over without starvation. 

In the ?reat American export staples of wheat, oats, barley, rye, pork 
products, beef products, dairy products, and cotton seed products there is a 
sufRciency to get the world through, but only on a narrow margin. 

Speaking in Chicago before the annual convention of the Asso- 
ciation of American Agricultural Colleges and Experimental Sta- 
tions, Secretary of Agriculture David F. Houston said : 

It is reasonably clear that Europe will be hard pressed for food supplies, at 
least until after the harvest of 1920. Russia is likely to be a negative factor, 
so far as exports of food stuffs to other Nations are concerned. European 
countries in the aggregate probably will not prodvice this year more than 70 
per cent of their prewar normal output. Apparently, Poland, Austria proper, 
and Italy will be in especially difficult circumstances ; and all the central and 
western European nations will be compelled to import larger quantities of 
cereals and meat products. • 

Later, in the same address. Secretary Houston says: 

Many people, ignorant of rural problems talk and write as if food produc- 
tion did not involve the expenditure of capital and labor. The demand of 
the city is for cheap food, and that more abundantly. There will be farmers 
enough if the business of farming is made profitable and if rural life is made 
attractive and healthful. * * * what we need is not back to the land 
l)ropaganda, but an accelerating of the work for the improvement of the 
countryside which will render this abandonment of farm unnecessary and the 
expansion of farming inevitable. 

In the expression of these two public servants we find a statement 
of the' public's dependence upon agriculture, which in turn con- 
stitutes the public's interest in the bill here under consideration. 
Surely, with these demands upon agriculture, this is not the time 
to curtail the credit facilities of the farmer. It is surprising in the 
face of the demand for increased agricultural production to find 
some Senators insisting that the only obligation of Congress in this 
jnatter is to dispense a sort of charity in the form of a small sub- 
sidy to a small group of small farmers to give a measure of relief 
to their insufferable poverty. 

The effect of this bill upon the public interest may be readily un- 
derstood when it is known, as is the fact, that the joint stock land 
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banlcs have received applications for a total of more than $50,000,000 
of loans (a large proportion of which are to be used by tenant farm- 
ers to buy their first or to finance the farming operations of the 1920 
season) and which have been inspected and approved by the Farm 
Loan Board, and which were to have been closed by March 1 of this 
year, but which can not be made and will have to be canceled if this 
bill becomes a law. The inability of the joint stock land banks to 
close these loans will embarrass thousands of farmers and curtail 
agricultural production in 22 States; for the embarrassment is 
not alone to the borrowers, but involves a chain of transaction* 
between farmers, averaging from three to five transactions for 
every loan applied for. The applicants for these loans will be 
placed again at the mercy of the old-style farm-mortgage brokers 
and again will have to pay higher rates of interest, plus exorbitant 
comimission charges, if indeed they are able at this late date to 
secure loans on any terms in time to be used in this year's agricul- 
tural operations. 

Evidence that interest rates for such loans will be advanced is not 
wanting. The following letter was sent out under date of December 
16, 1919, by one of the^ largest and most active farm-mortgage bank- 
ing concerns in Iowa : 

[A. D. Annis, President, H. F. Rohling, Vice President, A. W. Kynett, Secretary- 
Treasurer.] 

Annis & IJoHMNo Co., Farm Mortgage Bankers, 
S12 TrinMe Building, Siouao City, Iowa, Decemlier 16, 1919. 
Gentlemen : We have received word, officially, that all joint-stock land 
banks will be unable to finance their March 1 business, owing to inability 
to float their bonds, and in consequence $15,000,000 loans, which they have 
already accepted in Iowa and Nebraska, will be thrown on the market again. 
We ane getting word to all of our field men to immediately follow up any 
and all choice loans that have been sent to the joint-stock banks, whether 
accepted by said banks or not, and go after them, and none of the banks 
will be able to make these loans, and applications and papers will be returned 
to the borrowers. 

No doubt you have in your testimony quite a bunch of this class of business, 
and would be our idea that you telephone the parties immediately and arrange 
to make their loans. You will, of course, accept only the choicest busiiless, 
as our company will scrutinize carefully any and all loans originally submitted 
through that source. 
Yours, truly, 

Annis & Rohling Co., 
E. L. Barker, Manager. 

This letter assumes large importance when read in connection 
with the affidavit of E. F. Hiscocks, of Guthrie, Iowa, as to rate 
of interest asked and commission required by the Annis & Eohling 
Co. I will read to you this affidavit, which is as follows : 

State of Iowa, 

County of Otithrie, ss: 
I, E. F. Hiscocks, being first duly sworn, hereby state that I was asked a rate 
of interest of 6 per cent and a commission of 10 per cent for a loan with 
Annis & Rohling Co. 

(Signed) E. F. Hiscocks. 

Signed and sworn to before me a notary public in and for Guthrie County, 
Iowa, this 21st day day of December, 1919. 

(Signed) A. M. Fayan, 

Notary PuMio. 
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I also read a letter from the president of the First National Bank 
of Montezuma, Iowa, referring to the past practices of the Titus 
Loan & Investment Co., of Council Bluffs, Iowa ; 

First National Bank, 
Montezuma, Iowa, January Z, 1920. 

O. F. SCHEE, 

Des Moines-, Iowa. 
Deae Sie: I understand there is some legislation against Government land 
banks. Any change in this law would be a bad thing for the farmers, as for 
the past several years companies like the Titus Loan & Investment Co. have 
been charging the farmers 3 per cent to 6 per cent cash commission for a 
five-year 6 per cent loan, and as high as 2 per cent commission for an extension 
of a loan for one year. This would be at the rate of 10 per cent for five years. 
I am inclosing you a few letters showing the commission charged for years by 
certain loan companies in this State. I have seen this Same firm charge as 
high as $2,000 cash commission for a $20,000 loan. 
Very truly, 

(Signed) B. D. Baybukn, President. 

Referring to the borrower's interest, we see that the public's in- 
terest and the borrower's interest are one, and at this point we begin 
to understand that it is the public and the borrower who get the 
benefit of the tax exemption and not the banker. 

We are now able to appreciate that it would be exceedingly unwise 
for Congress to enact any legislation at this time which would make 
it impossible for the joint-stock land banks to make the loans they 
have contracted to make. Such action should be considered not as 
to the inconvenience that would be put upon the banks but with ref- 
erence to the hardships and irreparable injuries that would be in- 
flicted upon the thousands of farmers who are depending upon the 
loan? which have been promised them by the joint-stock land banks, 
and which have been approved by the Farm Loan Board, but which 
these farmers can not receive if Senate bill 3109 becomes law; 

To show how great and how widespread the embarrassment to 
farmers would be we are filing a table showing the purposes for 
which joint-stock land bank loans have been made, and from which 
the estimate is made that $54,000,000 of loans now applied for and 
approved can not be closed if this bill is passed. I will call this 
Exhibit I. By this table it is shown that out of $53,000,000 of loans 
already made, over $14,000,000 have been made to farmers buying 
their first land, more than $4,400,000 for improvements and $11,359,- 
000 for the purchase of additional land, while $23,200,000 of the 
total was for the purpose of paying existing indebtedness. 

Now, in the interest of the general welfare, the farmr is urged 
to " accelerate " his operations, using the language of Secretary Hous- 
ton. The Secretary had in mind that the farmer should adopt 
modern methods such as power farming and the introduction of all 
manner of labor-saving devices in order that the scarcity of farm la- 
bor and the high cost of such farm labor as is available might not 
interfere with production. And all these modern devices require the 
investment of capital. 

The farmer has asked for more capital, for longer terms, and for 
lower rates of interest. The farm loan act was drafted and placed 
upon the statute books after an exhaustive study of the systems of 
agricultural credit in vogue in the older countries of Europe. It 
was felt that this act would bring relief to the city dwellers who, 
even at that time, were complaining against the rapidly rising cost 
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of living. But during the two and one-half years since the farm 
loan act has been in operation, there have been no normal condi- 
tions. The great World War has disturbed all economic and in- 
dustrial relations. Just v?hat effect the farm loan act might have 
had upon the cost of living under normal conditions it is quite impos- 
sible to determine. However, it is not difficult to understand that 
it has had a considerable influence upon the food supply of this 
country and the food supply of the world. We do loiow that the 
American farmer, adequately financed, was able to and did respond 
to the urge of the Government that he increase his production. 

The demand of the farmer was for relief from high interest rates 
and exhorbitant commission charges. It is not necessary to go into 
detail as to conditions so familiar to all, but it may be important 
to recite in general terms what were the prevailing interest rates 
on farm land mortgages in different sections of the country. The 
rates vary from 5.3 per cent to 10.5 per cent. 

In New England group, the lowest rate was 5.3 per cent and the 
highest 6.2 per cent. That was the average in those States. 

In the Middle Atlantic States, New York, New Jersey, and Penn- 
sylvania, 5.6 per cent to 5.8 per cent. 

In the East North Central States, that is, Ohio, Indiana, Illinois, 
Michigan, and Wisconsin, the rate was 5.8 per cent to 7.1 per cent. 

In the West North Central States, Missouri, North Dakota, South 
Dakota, Nebraska, Kansas, Minnesota, and Iowa, from 5.9 per cent 
to 8.7 per cent. 

In the South Atlantic States, from 5.6 per cent in the State of 
Delaware, where the rate was lowest, to 9.6 per cent in Florida. 

In the East South Central States, Arkansas, Louisiana, Oklahoma, 
and Texas, from 8.4 per cent to 9.6 per cent. 

When we come to the mountain States, Montana, Idaho, Wyo- 
ming, Colorado, New Mexico, Arizona and Utah, the rates run from 
8.9 per cent to 8.7 per cent. 

In the Pacific States, Washington, Oregon, California, from 7.6 
per cent to 8.7 per cent. 

These rates do not indicate, however, the true conditions, because 
they are averages. 

When the hearings were held by the Federal Farm Loan Board 
for the purpose of dividing the country into districts and locating 
the 12 Federal land banks as provided in the farm loan act, it was 
shown that rates of interest on farm mortgages were sometimes as 
high as 16 per cent, including the commissions paid. 

For concrete examples which give rather a vivid picture of condi- 
tions then existing, and to some extent still existing, I will file what 
I will call Exhibit G. 

It is important to inquire what aid has been given to the farmer 
and what stimulus has been given to agriculture under the farm- 
loan act. 

At this time approximately $350,000,000 have been loaned by the 
joint-stock land banks and the Federal land banks. The total num- 
ber of farmers to whom these loans have been made is approximately 
120,000. The Federal land banks having been in operation for a 
longer time than the joint-stock banJfs, have made loans totaling 
approximately $300,000,000, to about 110,000 farmers. 
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The joint-stock land banks, having been more recently organized, 
not all of them are as yet in full operation. Nevertheless, those in- 
operation have made loans amounting to $50,000,000 to approxi- 
mately 10,000 individual farmers. 

All these loans have been made at from 5| per cent to 6 per cent. 
No loans have been made at a rate exceeding 6 per cent and no farmer 
who has received one of these loans from a joint-stock land bank has 
paid a commission to that bank. 

The influence on interest rates throughout the country is distinctly 
noticeable. Rates have been reduced in every high-interest section 
of the United States. The saving in interest to the borrowing 
farmers up to this time is estimated to be about $30,000,000, and the 
annual saving is increasing at the rate of $10,000,000 a year. This 
estimate is arrived at by assuming that farmers are borrowing 
$1,000,000,000 a year, and that the influence of the joint-stock land 
banks and the Federal land banks upon the rate of interest has been 
to reduce it at least 1 per eent below what it would now be throughout 
the country if these banks were not in existence. In sections where 
the rate formerly ranged from 8 to 10 per cent the prevailing rates 
are now 6 to 7 per cent. It is estimated that a little more than 
$4,000,000,000 are invested in farm mortgages for terms running 
from three to five years, and that there are now approximately 
$1,000,000,000 of new farm-mortgage loans being made each year. 
One per cent on $1,000,000,000 a year is a $10,000,000 saving in 
interest on the new loans made every year. Of course, then, this 
saving of $10,000,000 a year becomes cumvilative. If for the first 
year these banks were in operation there was a saving of $10,000,000 
on the $1,000,000,000 of loans made that year, then the second year 
there was a second saving of $10,000,000 on the $1,000,000,000 loaned 
the first year and also a saving of $10,000,000 on the $1,000,000,000 of 
loans made the second year, making a total of $20,000,000 saved for 
the second year. The aggregate saving in interest would be 
$50,000,000 annually five years hence. And the grand total of saving 
in .interest on the $5,000,000,000 of loans made in the five-year 
period would be approximately $150,000,000. 

It has been estimated also that $20,000,000 ali'eady have been 
saved the farmers in commissions. And that in five years the 
farmers will have been saved $50,000,000 in commissions. 

We now come to the subject of money for agriculture and loans 
for all classes of farmers. 

The Federal farm loan act is a law of singular comprehension. 
It reaches out to cover the ground in different ways. It supplements 
the national banking system. It seeks to provide credit facilities for 
those who from the nature of their undertalrings can not avail them- 
selves of the facilities afforded by the Federal Reserve System to 
meet their major needs. While the Federal reserve act does pro- 
vide the farmer with short-time credit facilities (by authorizing 
national banks to accept six months farm paper), and while the 
Federal reserve act also provides some relief in long-time credits 
(by authorizing national banks to lend as much as 25 per cent of 
their capital and deposits on farm mortgages running for five years), 
the farmer still has a great need for long-time credit which can not 
be met by the credit facilities provided by the reserve act. This need 
is for long-term amortized loans on a plan which at once will assure 
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a low rate of interest and a sufficiently long term for payment to 
enable the farmer to make the farm earn the money with which to 
pay for itself, just as other business units are made to repay in a 
period of years the money originally invested in them. 

So the Federal farm loan act came into existen'ce to supply this 
need of agriculture — to the end that all agriculture, all classes of 
farmers might have the facilities for securing the amount of credit 
and the kind of credit required. The Federal farm loan act was 
passed primarily to benefit neither little farmers nor big farmers, 
neither poor farmers nor rich farmers, nor farmers at all as a class, 
any more than the Federal reserve act was passed to help either the 
little merchant or the big merchant, the poor merchant or the rich 
merchant. The farm loan act was passed "to provide capital for 
agricultural development," in the interest of the whole Nation and 
can be defended on no other ground. 

Its advantages or disadvantages to individuals and classes are very 
important, but nevertheless incidental. If farmers small or large 
or as a class do benefit it should not be begrudged them, especially 
now when in response to the universal demand they are producing 
not profiteering, striving ahead not striking. 

To fully cover the main object of the act two kinds of land banks 
were provided for, the Federal and joint-stock land banks, the 
former actually created by the act and the creation of the latter be- 
ing authorized by it. 

Why two kinds? Because the volume of agricultural production 
in this country is dependent upon two classes of farmers, one operat- 
ing a small farm largely by his own labor and that of his family; 
the other, with more land, operating largely with improved machinery 
and requiring more capital to finance. To increase production both 
classes needed long-time credits for permanent improvement. Many 
small farmers lived in communities where credit was unobtainable 
except on terms so burdensome that it was frequently more hurtful 
than helpful. Had the joint-stock land banks alone been authorized 
their natural tendency would have been to overlook such sections 
where credit in the interest of increased production by small farmers 
was most needed and confine their operations to the more developed 
territory, just as the mortgage brokers did before the passage of the 
farm loan act. It was necessary, therefore, in those sections most 
needing credit for the small farmer, that farmers should take the 
initiative and bring their pressure to bear tlirough national farm 
loan associations (which are in reality small local land banks char- 
tered by the Government), but as the Government made this initial 
subscription of capital olDligatory upon the borrower, the Govern- 
ment was morally bound to protect this forced contribution of small 
capital from the risk of large loans. 

That was one reason for fixing the maximum loan of the Federal 
land banks at $10,000. Another reason for this limitation was to 
prevent the 'Federal land banks — ^whose officers are human and actu- 
ated by human ambitions — yielding to the very natural temptation 
to seek first the big loans and to leave the small loans to the last, 
with the possible danger of ultimately depriving the small farmer 
of the benefits of the act. At the same time private capital, through 
the joint-stock land banks, was given the opportunity and invited 
to provide capital for loans on the amortization plan for the larger 
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farm units, the risk there assumed being entirely voluntary. How 
fully a,nd well the joint-stock land banks have responded and how 
they have conducted the business in the spirit of the act is set forth 
in a statement of the facts which I will file and mark " Exhibit H." 

Clearly there is a field for both banks, and it is in the public in- 
terest that both agencies be continued. Senate bill 3109, however, 
, sharply draws the distinction between direct Government control 
and individual initiative under Government supervision, and favors 
the former by destroying the latter. 

However, the difference^ between the class of service and methods 
of operation of these two types of banks does not constitute a dif- 
ference which entitles either type to particular consideration at the 
hands of the Government. Both types are created to stimulate agri- 
culture. Both types are to be privately owned. The joint-stock banks 
are now wholly privately owned, and within three years the Federal 
land banks — according to the statement of Mr. Corey made to the 
House Committee on Banking and Currency when speaking for all 
the Federal banks — will be wholly privately owned. 

The word cooperation is one to conjure with, but we must not be 
misled by its use in this connection. No one will contend that the 
Congress of the United States intended to declare by the passage of 
the farm-loan act — or that it should now declare by amendment to 
the act — that farmers must become members of a cooperative asso- 
ciation before they are to be permitted to borrow money at a low 
rate of interest. Neither will anyone contend that the mere act of 
joining a cooperative or mutual society entitles a farmer to a low 
rate of interest made possible by the issuance of tax-exempt bonds. 

The fact is that the tax-exempt farm-loan bond is provided as an 
aid to agriculture as an industry essential to the life of the Nation, 
and not as an aid to any class of farmers, either rich or poor, either 
struggling or independent. The right to issue tax-exempt farm-loan 
bonds is predicated upon a public service for the general welfare. 

The argument might be offered that the heavy borrowers can get 
money anytime and anywhere. But such is not a fair statement of 
the case. True, they can get money many times if they are willing to 
pay a high rate and an exorbitant commission, but there have been 
times when they could not get the money at any price. Nevertheless, 
to fail to provide plenty of money on the most reasonable terms and 
at the lowest possible rates for these big operators would be to fail 
to stimulate agriculture in the very quarter where the greatest in- 
crease could be secured. Not to finance the energetic, successful 
farmer while at the same time providing credit facilities for the less 
successful would be to penalize the big producer for being enea'getic 
and efficient. 

Now, upon the subjecf? of the difference in cost to the farmer: 
Evidently it was the intention of those who framed the Federal 
farm- loan act to place both kinds of banks on the same footing as 
to profits and as to the eventual cost of loans to borrowers. And 
we shall show that joint-stock land banks are carrying capital from 
the investor to the borrower for as small a charge as any other 
agency in existence and for a much smalleit charge than was the 
practice before the Government undertook the regulation of farm 
loans. 
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No commission is paid by the borrower to either Federal land 
banks or joint-stock land banks. The farm-loan act makes it un- 
lawful for either bank to charge a borrower a commission. 

But there is a difference as to the rate of interest charged by the 
two types of banks, the Federal bank lending at 5J per cent the 
money it secures on bonds bearing 4^ per cent and the joint-stock 
bank lending at 6 per cent the money it secures on bonds bearing 
5 per cent interest. 

Before proceeding further with the discussion of the difference of 
cost to the borrowers of the two types of banks, it is pertinent to in- 
quire as to the reason for the difference in the rate the bonds of the 
two banks bear. 

First. Bonds of the Federal land banks are advertised and sold as 
an offering of the United States Treasury, which whilfe not technically 
true is true as to practice and which does carry the impression to the 
public that the Government stands behind them to a much greater 
extent than in the case of joint-stock bank bonds. The bonds of the 
joint-stock land banlc are nO' less " instrumentalities of the Govern- 
ment" than those of the Federal bank bonds. The underlying se- 
curity in both cases is Government inspected and Government ap- 
praised, while both agencies (the Federal banks and the joint-stock 
banks) are Government supervised. Yet with no other advantage 
than that found in the manner of their being marketed and the ac- 
companying advertising, the Federal bank bonds have received such 
a decided preference from the investing public that joint-stock banks 
in order to market their bonds in competition with bonds of Fed- 
eral banks and other tax-free securities have been forced to issue 
them bearing interest at 5 per cent. 

This should make a difference of one-half of 1 per cent in the cost 
to the borrowers of the two types of banks, yet the results show that 
the difference is fai< from one-half of 1 per cent in favor of the 
Federal bank. Results show, when everything is considered and all 
items of expense accounted for, that even with the advantagte of a 
4^ per cent bond, the cost to the borrower of a Federal bank is_ very 
nearly if not quite equal to the cost to the borrower of the joint- 
stock bank. 

Each farmer who borrows of a Federal land bank is required to 
buy stock in the Federal land bank equal to 5 per cent of his loan. 
Thus he loses the use of just that much money. In other words, if 
h^ borrows $1,000 he has the use of only $950 though he signs a 
note for $1,000 and pays interest on $1,000. Also this stock carries 
double liability. 

Farmers who borrow of joint-stock land banks are not required 
and are not asked to buy stock in these banks, and therefore assume 
no responsibility. The "farmer who borrows $1,000 of a joint-stock 
land bank has the use of $1,000. 

Farmers who borrow of the Federal land banks must join a farm- 
loan association and must bear their proportionate share of the ex- 
penses of the association, and they may be assessed for these expenses. 
For those who borrow of joint-stock land banks, all expense is 
included in the interest charge, and therefore is borne by the banks. 
True, the stock in a Federal land bank which a borrower bujrs may, 
and does in some instances, pay a dividend, but the dividend is paid 
to the farm-loan association and not directly to the borrower. First, 
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the Federal land bank must set aside 25 per cent of its earnings for 
reserve. In addition to this, the Federal land bank may set aside 
out of its earnings any amount for expenses before paying a dividend 
to the farm-loan association. Then the association is required to 
set aside 25 per cent of this dividend for reserve. Next, the asso- 
ciation may and does use the dividends to pay the expenses of the 
organization. What is left, the association may pay to the borrower. 

These statements are not made to the disparagement of the co- 
operative plan and the Federal land banks. Neither are they made 
in a contentious spirit. They are made in order to show the differ- 
ence in the methods of administration and to show that the ultimate 
cost to the borrower is quite equal after all, though the methods of 
distributing the cost are quite different. 

However, theVe is another factor aside from that of cost to bor- 
rower which to a large extent is controlling in distributing the- 
farmers' business between the two types of banks, and that factor is 
the inherent difference in the methods of operation. One class of 
farmers need the cooperative plan in order that they may pool their 
credit, so to speak, and thus secure jointly or cooperatively loans 
which they could not secure as individuals. Another class of farm- 
ers are individualists and prefer to deal directly with the bank mak- 
ing their loans and preferring not to be obliged to guarantee the 
loans of others. If the joint-stock land banks have any advantage 
in any particular over the Federal land banks, that advantage lies 
in the opportunity afforded to deal directly with the borrower. 

It is interesting to note what are the results of having the two 
types of banks operate in the same field. The following shows the 
actual competition in the loans examined for all the joint-stock land 
banks by the Farm Loan Board to November 13, 1919 : 

Loans of $10,000 or more: Number, 2,278, for $38,911,464; average, 
$17,000. 

Loans of less than $10,000 : Number, 3,869, for $16,853,720 ; aver- 
age, $4,300. 

Total number, 66,147, for $55,765,184; average, $9,000. 

Percentage of loans under $10,000, 30 per cent plus. 

Total loans by Federal land banks October 1, 1919: Number, 
103,672, for $271,317,000 ; average loan, $2,600 plus. 

Now we come to the interest of the money lender. Approximately 
$9,000,000 have been invested in the stock of joint-stock land banks. 
These investors entered this particular field to conduct a farm-loan 
business under the supervision of the Government, not because it 
offered a larger return — for the return is much smaller than in the 
unregulated farm-loan field — but because they assumed that the time 
had arrived when the Government was in earnest and contemplated 
providing the financial machinery which would make it possible for 
the farmer to get adequate and essential money at low rates, and 
because they assumed also that the provisions contained in the farm- 
loan act were permanent in their nature. In a word, they assumed 
that the day of the farm-mortgage broker, with his high rates and 
excessive commissions, was ended. Accordingly they felt that as 
they would be compelled, sooner or later, either to retire from the 
field or to submit to regulation, it was well to enter upon the new 
order at once and to get their business adjusted at the earliest moment 
to the new and permanent conditions. These investors recognized 
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that if they did not enter the farm-loan system as joint-stock land 
banks, those who did organize as joint-stock land banks would run 
the old mortgage broker out of business. They could have continued 
to operate as farm-mortgage bankers if their only competition had 
been the Federal land bank with its new, mutual, or cooperative 
credit plan ; but they knew they could not continue at the old high 
rates of interest and with the old exorbitant commissions against the 
keener and more active competition of the privately owned joint- 
stock land banks. 

Now, with regard to the profits. Joint-stock land banks have no 
source of income other than from first-mortgage loans, from Govern- 
ment securities, and from premiums on the sale of their bonds. They 
can not charge the borrower a rate of interest in excess of 1 per cent 
above the rate of their bonds bear. That limits the banks to a margin 
of 1 per cent. Under the law, joint-stock land banks can not issue 
bonds in excess of fifteen times their capital. Thus, we see that from 
the making of mortgage loans, joint-stock land banks can not legally 
derive a gross income in excess of 21 per cent (all expense of opera- 
tion must be paid out of this) on its invested capital; that is, 6 per 
cent on the capital stock itself a.nd 1 per cent on each of the 15 turn- 
overs of the capital through the sisuance and sale of bonds. And 
this amount of gross income presupposes the continuous working of 
every dollar of capital all the time, an impossibility without ques- 
tion. The income from premiums on bonds sold is uncertain, when 
there is any premium at all. Of the highest premium thus far re- 
ceived, 75 per cent was absorbed in the cost of marketing the bonds 
and about 12^ per cent was absorbed in printing and other costs of 
issue. 

Out of its income, joint-stock banks must pay their operating ex- 
penses, including taxes (for, contrary to popular opinion, these banks 
are suljject to certain taxes — State taxes on their capital stock, in- 
come taxes, and revenue taxes on the notes on which they borrow 
money) and must build up the reserves required by law, before they 
can pay any dividends whatsoever. 

You publish with your report No. 317 a list of 27 joint stock land 
banks which purports to show this excess earnings to date, but there 
is no analysis shown of these earnings, and consequently, if it was 
all the information before your committee, you could not possibly 
draw the correct conclusions. 

Take the first bank on your list, that of the Iowa Joint Stock 
Land Bank of Sioux City, Iowa, which also happens to show the 
largest percentage of excess earnings to capital invested, nearly 23 
per cent. That bank was the first chartered, has operated about 3 
years, has neither paid salaries to its officers, nor charged all its 
expenses against income, and yet under these self-imposed conditions 
their earnings average only 8 4-10 per cent per annum. That bank 
has very wisely elected first of all to build up a surplus to protect its 
bondholders and safeguard its stockholders, and yet this business 
prudence results in a charge of profiteering against not only that bank, 
but all others. In this connection it is well to call your attention to 
the fact that there is now a very dangerous boom in farm land values 
in this country. No one knows how far it will go, but every one 
knows that it must end, with a recession in values more or less violent. 
Would it not be better for the entire system if there was less talk 
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of increasing dividends and decreasing interest rates by the Federal 
land banks, and of excess profits for the joint stock land banks, and 
more thought about the necessity for both banks to strengthen their 
reserves against the inevitable day of lower farm land values and 
more normal conditions. 

Your committee does not make the direct charge of profiteering, 
but only says the data submitted to you so indicates. However, the 
charge has been and is being so persistently made by others that 
Members of Congress and others have come to believe the earnings 
of these banks are so large, they can continue in business though 
their tax exemptions on bonds be removed. In this connection I refer 
your committee to a statement already filed of income and disburse- 
ments as shown by records of Farm Loan Board and marked " Ex- 
hibit A-1." 

Now, upon the subject of effect upon Government revenues. 
Though we are now to discuss revenues, let us not forget the pur- 
pose of the act. An adequate food supply is the first and greatest 
concern of every nation. Not to look to the future and provide for 
and insure the continued production of food in abundance would 
be the greatest improvidence. 

The right to issue tax exempt farm mortgage bonds is predicated 
upon a service to the general public. 

The Government's right to exempt such bonds from taxation can 
be exercised only in the interest of the general welfare. It is not 
as a subsidy to a particular class of farmers; it is as an aid to 
agriculture, as a stimulus to production, that these bonds are exempted 
from taxation. 

AH will agree that the long-term 'amortized loan could not be made 
available to the farmer excepting by the issue of bonds, and pre- 
vailing conditions in the money market show that a low rate of in- 
terest on these bonds can he assured only by exempting the bonds 
from taxation. If any great amount of farm loan bonds is to be 
sold, the sales must be effected in the market under conditions which 
will appeal to the investor. Farm-loan bonds, therefore, have to 
meet the competition of municipal bonds and other tax-exempt se- 
curities, of which New York City alone has a funded debt of $1,- 
450,000,000 now totally exempt from taxes. If farm-loan bonds were 
to be subject to taxation, then they would have to bear a higher rate 
of interest, and the farmers would have to pay a correspondingly 
higher rate of interest. For this reason in particular, it was de- 
cided by the Congress that farm-loan bonds should be taxexempt. 

Farm loan bonds make a liquid security of the farm mortgage. 
Heretofore the size or amount of a farm mortgage made it an vm- 
wieldy thing to handle in the market. The fact that the security 
could not be examined readily by other parties than those originally 
making the loan also interfered with its sale. But when the Fed- 
eral farm loan act was passed and all farm mortgages were appraised 
by representatives of the Farm Loan Board, and values thus deter- 
mined, safeguarded, and, in effect, guaranteed, it was possible to 
issue against these farm mortgages bonds of varying denominations 
to suit the convenience of investors. So that now, instead of an in- 
vestor being asked to buy a $5,000 farm mortgage, and having to 
wait until he had $5,000 before he could make the purchase, under 
the new system he is asked to buy a $500 farm mortgage bond, or 
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possibly a $100 farm mortgage bond, and he can buy it whenever he 
has the $100 or the $500. And all this makes of farm mortgages, for 
the first time in the history of this country, liquid securities that pass 
current as do the securities of municipal and other corporations. 

By this plan vast sums of money have been released for agricul- 
tural uses which never could have been made available had it not 
been for the fact that farm, securities are now liquid and can be han- 
dled conveniently and with dispatch by banks and other investors. 
The effect of this has been to secure the farmer his money at greatly 
reduced rates of interest. The reduction in these rates already has 
been shown. The purpose of the farm loan act is being served. 
Capital is being provided for agricultural development. Rates of 
interest have(_been reduced. The farmer is getting his money 
cheaper and at a relatively lower rate of interest than ever before. 

However, the amendment proposed in Senate bill 3109 does not 
protect i-evenues. If it were to be granted, for the sal^e of argu- 
ment, that the Government's need for revenues outweighs the Na- 
tion's need for increased agricultural production, it would still be 
impossible for the Government to get any relief out of the general 
situation with regard to amendments to the farm loan act now pend- 
ing. While the Senate is debating the advisability of reducing the 
amount of tax-exempt securities by denying the privilege to joint- 
stock land-bank bonds, the House is debating a proposal to increase 
the limit as t6 the amount Federal land banks may lend to a single 
individual, to the end that the Federal land banks may take over the 
loan business of the joint-stock banks and fill completely the field 
from which the joint-stock banks will have been excluded. So far 
as protecting the Government's revenues is concerned, of what avail 
is it to repeal the tax-exempt provision as it applies to joint-stock 
land banks if the provision is permitted to remain as applied to Fed- 
eral land banks, and all permission is granted and all provisions 
made for extending the operations of the Federal banks so that the 
loans formerly made by joint-stock land banks are to be made in the 
future by the Federal banks? What effect upon revenue? None, 
whatever. The same volume of tax-exempt bonds will be on the 
market as before. 

The fact is that " effect upon revenues " is the excuse rather than 
the reason for the attack upon the joint-stock land banks; and after 
due consideration, such a clumsy proposal is not likely to deceive 
either the Senate or the House of Representatives. 

In Report No. 317, December 8, 1919, you state as the first reason • 
for your recommendation the following : 

The accumulation of large aggregations of capital, wliolly exempt from any 
and all forms of taxation, is wrong in principle and sliould be discontinued. 
The large taxpayers will gradually absorb these bonds which will contribute 
nothing to the support of the Government. 

As the kind and volume of tax-free securities constantly change, 
it is difficult to obtain statistics exact for any given date, but the fol- 
lowing estimate of the aggregate tax-free securities of all kinds now 
Outstanding is sufficiently accurate for comparison: 

$7,000,000,000 of municipal county and State bonds and about 
$800,000,000 more are issued yearly; $1,000,000,000 of special-assess- 

159907—20 4 
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ment bonds of cities ; $3,000,000,000 of mutual savings bank securi- 
ties; $1,700,000,000 of building and loan securities; $4,000,000,000 of 
first and last Liberty loan bonds; $87,000,000 of Federal reserve 
bank stock; $300,000,000 Farm land bonds; $17,000,000,000 grand 
total of tax-free securities. 

From the above, it appears that Farm loan bonds, issued by both 
Federal and joint-stock land banks constitute less than 2 per cent 
of the total, while the $46,255,000 of joint-stock land-bank bonds 
mentioned in your report is less than one-third of 1 per cent. This 
naturally raises the query that conceding the principle of tax exemp- 
tion to be wrong, why apply the remedy only where the wrong is 
actually the least and relatively insignificant. 

You state as the second reason for your recommeiidation of this 
bill the following: 

The excess earnings of some of these banks indicate that they are malting 
large profits, and it has been represented to your committee that they are likely 
to encroach upon the legitimate field now occupied by the farm-loan banks 
unless their activities are restricted. 

The matter of earnings and the matter of the difference of setvice 
and the field occupied by each type of bank already has been dis- 
cussed. However, two complaints have been lodged against the sys- 
tem, as it pertains to the activities of the joint-stock banks, which 
are well founded, but could be easily remedied by amendments to 
the law. 

The statement is made there is no limit in the law to the amount 
which a joint-stock land bank may lend to a single individual. This 
is true as to the law. However, it is not true as to the actual condi- 
tion. A ruling of the Farm Loan Board has placed a limit of $50,000 
upon the amount which may be loaned to a single individual by a 
joint-stock bank. So long as the Farm Loan Board, which made this 
ruling, is of the same opinion, the ruling is as effective as a law itself. 
However, to remove all question and criticism on this point and to 
guard against a possible change in the ruling of the Farm Loan 
Board, the Congress could write this limitation into the farm loan 
act itself. 

The further statement is made that there is nothing in the law to 
limit the purposes for which a joint-stock bank may lend money. 
Again this is true as to the law. But again it is not true as to the 
actual condition. The Farm Loan Board have given a ruling also 
that all loans made by joint-stock banks shall be purely for agricul- 
. tural purposes. The joint-stock bank is charged with the responsi- 
bility of seeing that the money it loans is not used by the borrower 
for any other than agricultural purposes named in the application 
for the loan. This ruling, also, has all the force of law. But to re- 
move all doubt and criticism on this point, the Congress should write 
into the farm loan act itself the pui-poses for which a joint-stock bank 
may lend money. 

No joint-stock bank now organized will interpose the slightest 
objection to such amendments. These banks are sincerely endeavor- 
ing to perform an honest service for the farmer, for agriculture as an 
industry, and for that great public which is dependent upon agricul- 
ture for its food supply. These banks will not object to a more exact 
and clearer definition of their powers, duties, and privileges in these 
particulars. 
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In conclusion, opposition to the joint-stock land banks and the 
most formidable, demand for amendments to the farm loan act 
come not from the farmer but from those interests which have been 
charging exhorbitant commissions. Naturally, when these interests 
see their profits diminishing and see a heretofore highly profitable 
business dwindling, they seek to crush the institutions responsible 
for this loss. The opposition has been greater toward the joint- 
stock banks than toward the Federal banks because the joint-stock 
banks are lending money at 6 per cent and without commissions, in 
a field where the old-style mortgage broker for years made loans at 
higher rates and grew fat on the commissions he could charge and 
collect. 

Here then is a complete answer to all the opposition : 

The American farmer is now getting his money at a lower rate of 
interest than he otherwise would get it, and he is getting it now at 
a relatively lower rate than, at any other time in this generation ; 
also getting it on more convenient terms. 

Bankers generally agree that if the old system were still in force 
without this competition interest rates would be at least 1 per cent 
higher than they now are. The source and character of the opposi- 
tion to the law tends to prove this. 

Thus we see that the farm loan act is accomplishing the purposes 
enumerated in its title; and thus we see also that the joint-stock land 
banks are functioning as they were intended to do. 

Money is beginning to flow to agriculture in adequate amounts at 
reasonable rates and on terms adapted to the nature of agricultural 
operations and to the periods of agricultural returns. Money is be- 
ginning to flow not merely to small producers but to all producers in 
the agricultural field. Production has been increased and is being 
still further increased. The Nation is to have food, and have it in 
such abundance that it can supply in part the need of the starving 
nations of Europe. 

All this is being accomplished through the farm loan act which 
is based upon the assumption that exempting farm mortgage bonds 
from taxation is in the interest of the general welfare and therefore 
a wise public policy. 

It is pertinent for the CongTess to inquire as to the direct benefits 
agriculture receives from the tax exemption. We have submitted 
evidence to show that interest rates have been greatly reduced in 
every hight interest section of the country and to show further that 
interest rates on farm mortgages are lower in al| parts of the country 
than they would have been had this act never have been passed. We 
have submitted evidence also to shoAV that joint-stock land banks are 
performing a very real service and performing it for a reasonable 
return to these banks. We have submitted evidence to show that 
joint-stock land banks, operating as regulated agencies, are carry- 
ing capital from the investors to the borrower, at a lower charge 
for the service than any other agency. 

Therefore, we respectfully pray that your committee withdraw its 
recommendation and have Senate bill 3108 recommitted to you. If 
the bill is to have further consideration the joint-stock land banks 
will be glad to confer further with your committee and in a fair 
and sympathetic spirit give to the committee whatever aid they 
may be able to give. 
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Exhibit A-2. 

only 9 j pee cent instead of 30 j pee cent. 

Teearitey Department, 

Federal Farm Loan Bureau, 

Washington, January 8, 1920. 
Memorandum for tlie Farm Loan Board. 

With reference to memorandum prepared for Capt. Smith, dated June 18, 1919, 
showing earnings of the First .Joint Stock Land Bank of Chicago as at the close 
of business May 31, 1919, the following information is respectfully submitted : 

On page 1 of the above-mentioned memorandum the average amount of capi- 
tal stock invested in this bank for the period from organization to May 31, 
1919, was shown to be $299,148.15. This amount is correct, as shown by the 
records of this bureau, such records being compiled from certificates of the 
First Joint Stock Land Bank of Chicago. Since preparing the above-mentioned 
mernorandum, however, it has been called to my attention that these certificates 
were not made at the time the funds were actually collected on account of this 
stock subscription, but at some subsequent date prior to the issuance of bonds 
against such stock, and that the average capital investment on May 31, 1919, 
was actually $3.54,340. 

Earnings of this institution at that time were shown to be $61,208.60, which 
would represent 17.3 per cent on the average investment for the period from 
organization to May 31, 1919 (22 months), or about 91 per cent per annum on 
average capital invested. 
Respectfully submitted. 

H. HiSE, 
Chief Land Barflo Examiner. 



Exhibit B. 

August 26, 1919. 
The I'^iRST .Joint Stock Land Bank, 

Chicago, III. 
DeaS Sirs : We beg to acknowledge the receipt of your telegram of August 25, 
reading as follows : 

" Reported here more than 120 applications on file with you where applicants 
have paid in one-half of required capital and complied with all other require- 
ments. Please advise by wire actual number." 
To which we replied as follows : 

" Report unwarranted ; 24 joint-stock land banks have been chartered and 
applications for only 2 pending." 
Yours, very truly, 

W. W. Flannagan, 
Secretary, Farm Loan Board. 

Exhibit C. 
farm loan board rulings. 

Gentlemen : In connection with the operation of your institution, the board 
desires to call attention to the following: 

Application for loan. — Paragraph 8 ' of section 12 specifically enjoins upon 
each applicant to use form of application prescribed by the board, and espe- 
cially requires that such applicatit shall state ob.1ect to which proceeds of 
said loan are to be applied. 

In this connection it is suggested that you procure from the Federal land 
bank of your district form of application in use in that bank, and adapt it to 
your needs, being sure that the purposes of the loan are quite fully set forth. 

Amount of the loan. — The act exempts joint stock land banks from the 
limitations imposed upon the Federal land banks, as to the amount of loan, 
and imposes no limitations. The board has, however, under its generai 
supervisory powers, and in connection with its duty to examine alf loans 
before they are used as a basis for bond issue, felt impelled to suggest that 
loans will not be approved in excess of 15 per cent of the capital of the 
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joint-stock land bank, and tbat no loan to a single borrower will be approved 
in excess of $50,000. 

Purpose of the loan. — Joint-stock land banks are also exempted from the 
speciftc limitation imposed upon Federal land banks, in reference to the pur- 
pose for which loans may be made. 

The general purposes of the act, however, are so clearly defined in the title, 
" to provide capital for agricultural development," and this purpose is so 
generally understood and accepted that the board feels it is inconsistent with 
the purposes of the act and sound public policy that loans should be made 
by joint stock land banks, except for the purposes enumerated in the act, 
or other purposes related to agricultural development. 

,You are, therefore, requested to confine your loans to such purposes, and 
advise that the board can not approve loans which are made for the purpose 
of speculation or for other purjjoses entirely foreign to agricultural pro- 
duction. 

The Federal Farm Loan Sj-stem ha.s two distinct branches : The so-called 
Federal land banks, which are mutual in their nature, and the joint stock 
land banks, which are private enterprises. It is the desire of the board 
to administer both branches of the system with absolute impartiality and to 
promote a spirit of friendly cooperation between the two, to the end that 
the agriculttiral interests of the country may receive the best possible service. 
It is proper that the Federal land banks and joint stock land banks should 
advertise their business and facilities, but it is highly desirable that such 
advertisements should be so framed as to avoid friction between the two 
branches of the system. Loans made by either branch of the system are in 
no sense Government loans, or made by the Government, and the use of any. 
term which suggests that they are is highly objectionable and must be 
avoided. 

Commissions. — It is proper for a joint-stock land bank to pay a reasonable 
commission to its agents who procure applications for it, but it is a violation 
of the spirit and the letter of the law for joint-stock land banks or their 
agents to charge a borrower any commission, fee, or bonus, where the loan 
is made at the maximum rate of 6 per cent, except the authorized charge 
for appraisal and determination of title, which must not exceed the actual 
cost of such services. 

Joint-stock land banks will be held by the board responsible for a rigid 
observance of this provision of the law. 

The board will be pleased at all times to receive communications from you 
and to counsel with you as to any matters about which you may be in doubt. 

Respectfully, yours, 

W. W. Flannagan, 
Secretary, Farm Loan Board. 



Exhibit E. 
$54,000,000 Federal Land Bank 4i Per Cent Farm Loan Bonds. 

Issued under the direction and control .of the Federal Farm Loan Board, 
a bureau of the Treasury Department of the United States; dated May 1, 
1919 ; due May 1, 1939. 

Redeemable at par and interest on any interest date after five years from 
date of issue. Interest May' 1 and November 1. Coupons payable at any 
Federal land bank or Federal reserve bank. Principal payable at bank of 
issue. Coupon and registered bonds (interchangeable) in denominations of 
3:1,000, $500, $100, $50, and $25. 

EXEMPT FROM FEDERAL, STATE, MUNICIPAL, AND LOCAL TAXATION. 

Federal land bank bonds are declared by Congress to be instrumentalities 
Of the Government of the United States, and as such, exempt from Federal, 
State, municipal, and local taxation. 

These bonds, therefore, have as complete exemption from taxation as the 
first Liberty loan 3i per cent bonds. .^ xt -^ , 04. 4. r. 

The 12 Federal land banks were organized by the United States Govern- 
ment with an original $9,000,000 capital stock, which has since been increased 
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rhrongh operations of tlie system to over $19,500,000. The Federal land banks 
were created to meet tlie agricultural needs of the United States, as the 
F.ederal reserve banks were designed to meet the mercantile and manufactur- 
ing needs. 

In order to avoid confusion it should be noted that the bonds of the Fed- 
eral land banks are issued by banks created by. the United States Govern- 
ment in which banks the Government owns a substantial amount of the stock. 
All 12 Federal land banks are liable for the ultimate payment of all bonds 
issued by each and every Federal land bank. 

Joint stock land banks are organized under the same act of Congress but 
are owned by private interests, the United States Government holding none 
of the stock, and there is no liability on the part of one joint stock land 
bank for the obligations of the others. 

Federal land bank bonds are secured by deposit of an equal amount of 
United States Government bonds or first mortgages on farm lands cultivated 
by the owner, which mortgages are appraised and guaranteed by the local 
national farm loan association of which the borrower is a member and stock- 
holder. Bach stockholder is liable for twice the par value of his stock. 
Before the loan is made the property must be examined and a separate 
appraisal and written report made by the appraiser or appraisers appointed 
by the Federal Farm Loan Board. This appraisal must be finally confirmed 
by the directors of the Federal land bank of the district, and before a bond 
issue is allowed the original application and appraiser's report on which each 
loan is based must be examined and passed upon by the Securities Department 
of the Federal Farm Loan Board in Washington. No mortgage loan may be 
made in excess of $10,000, nor may it exceed one-half the appraised value 
bf the land mortgaged and 20 per cent of the appraised value of permanent 
insured improvements thereon. The mortgagor contracts to reduce the amount 
of his loan by annual or semiannual payments of principal with payments of 
interest, thereby constantly increasing the margin of security. 

The bonds are acceptable by the United States Treasury at par as security 
for Government deposits, including postal savings funds. They are lawful 
investments for all fiduciary and trust funds under the jurisdiction and con- 
trol of the Federal Government. They are eligible under the laws of many 
of the States for investment of all public and private funds, and are eligible 
for investment by savings banks in the following States: Arkansas, California, 
Colorado, Delaware, Florida, Georgia, Idaho, Indiana, Kentucky, Louisiana, 
Maine, Maryland, Minnesota, Massachusetts, Mississippi, Nebraska, New Hamp- 
shire, New Jersey, North Carolina, Ohio, Oklahoma, Oregon, IPennsylvania, 
Rhode Island, South Carolina, South Dakota, Tennessee, Texas, Utah, Ver- 
mont, Virginia, Washington, West Virginia, Wisconsin, Wyoming. 

The Attorney General of the United States on behalf of the Government, and 
the Hon. Charles E. Hughes on our behalf, have approved the constitutionality 
of the act and the validity of the provisions exempting the bonds from taxa- 
tion. 

Price 1004 and interest, netting over 4.38 per cent to the redeemable date 
(1924) and 4i per cent thereafter up to redemption or maturity. 

Alex. Bkown & Sons. 

Beown Bros. & Co. 

Haeeis, Foebes & Co. 

Lee, Higginson & Co. 

The National City Co. 

The statements contained herein, while not guaranteed, are based upon 
Information and advice which we believe to be accurate and reliable. 

OPINION OF THE HON. CHARLES E. HUGHES. 

At our request, former Supreme Court Justice Charles E. Hughes has ren- 
dered us an opinion as to the constitutionality of the Federal farm loan act 
of July 17, 1916, and particularly with respect to the validity of the farm 
loan bonds and the provisions exempting these bonds and the income derived 
therefrom, from taxation. 

Copies of Judge Hughes's opinion in full may be obtained upon applica- 
tion. We quote as follows the concluding paragraph of the opinion : 

"My conclusion is that the farm loan bonds to be issued by the Federal 
land banks organized and controlled as provided in the Federal farm loan 
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act will be, when duly issued and paid for, valid securities, constituting as 
declared by Congress instrumentalities of tlie Government of the United States, 
and that they and the income derived therefrom will be exempt, as provided 
in the act, from Federal, State, municipal, and local taxation; and, further, 
that, with respect to bonds duly issued and paid for under this exemption, it 
will constitute a continuing exemption which can not be withdrawn by subse- 
quent legislation." 

We also quote from the opinion the following paragraph with respect to the 
relation of the Government to these bonds, which is considered in the course 
of the review of the grounds, sustaining their validity : 

" Taking into consideration the facts which have been stated with respect 
to the organization and control of the Federal land banks, I am of the opinion 
that the farm loan bonds which are about to be issued by these banks under 
the authority and direction of the Federal Farm Loan Board by virtue of the 
powers conferred by Congress, and which have been expressly declared by 
Congress to be instrumentalities of the Federal Government, must be regarded 
as obligations having the support of the good faith and credit of the United 
States. And while such obligations, because of the nature of sovereignty, 
confer no right of action against the United States without its consent, being 
only binding on the conscience of the sovereign, and hence in this aspect 
invite reliance on the sense of justice of Congress, still the actual relation of 
the Government to the issue of these bonds affords additional ground for 
sustaining their validity." 



Exhibit G. 

The Montana Joint Stock Land Bank op Helena, Mont., 

Deceinber 3, 1919. 
W. W. Powell, 

Secretary American Association of Joint Stock Land Banks, 

Chicago, III. 
Deak Mi{. Powell: Your request by telegram for the conditions imposed by 
the Union Central Life Insurance Co. upon borrowers reminds me that perhaps 
you are getting up a circular along the line of excessive charges by loan agen- 
cies, and I am therefore reminded to send you such information as I have at 
hand at this time, and you will find same as follows : 

1. Mr. H. M. Mummy, whose address is Ooburg, Mont, (which is in the northern 
part of the State), writes under date of November 15, 1919 : 

" I am paying 10 per cent per annum for a five-year loan, without any prepay- 
ment options, and, in addition to the rate of interest named, I paid a small 
bonus." 

2. Mr. Luke Mathis, whose post-office box number is 185, and whose address is 
Chinook, Mont., in the northern part of the State, writes : 

" I have made a loan with the Federal land banks at 54 per cent, amounting to 
$7,800, and consisting of three separate loans ; the charges made to cover cost 
of the local loan committee expense and the expense of the Federal appraisers' 
transportation while viewing the land and all was only $49 commission. All of 
the mortgage companies I ever had any dealings with charged 6 per cent interest 
and 4 per cent per annum commission during the life of the loan, which in my 
case on a five-year loan would have been $1,560 against $49." 

3. A county official, resident in northern Montana, says: 

" I am familiar with at least 15 cases where loans to farmers have been made 
this year, and on every one of them the borrowers have had to pay a good com- 
mission in addition to interest of 10 per cent per annum for five years' life of 
the loan." 

4. A correspondent at Conrad, Mont., sends a copy of letter received from a 
Montana banker in which occurs the following language in reference to an 
application covering several loans of $11,000 to be made for five years: 

" The rate on the first-mortgage loan to be 8i per cent, the principal mortgage 
to be drawn at 6 per cent and the commission mortgage at 2i per cent per annum. 
The prepayment privilege applies, to the 6 per cent note only, and the commission 
mortgage would have to be paid in full, no matter when the loan is taken up. 
We prefer not to give the prepayment privilege, but if you insist upon it we will 
give that. The rate on the second-mortgage loan of $3,000 is 10 per cent." 

5. A letter from a county official in Rosebud County, Mont., says: 

" I find that most of the farm loans are made in this county with rates 
of interest running at 9 per cent and 10 per cent." 
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6. A county official in Sheridan County, in northeastern Montana, Incloses 
a list of 125 farmers with Information that every one of them are " paying 8 
per cent or more than 8 per cent interest on their farm loans " ; that " usually 
there are two sets of interest notes made out, one for 6 or 7 per cent of the 
loan and the other for 2 or 3 per cent of the loan, and sometimes even 4 per 
cent." The list of names referred to is available, and any of the borrowers can 
be written to for an explanation of the excessive terms of their loan. 

7. From a county official in Richland County, in eastern Montana, comes the 
following : 

" Our farmers are paying 8, 9, and 10 per cent interest, with commissions 
and bonus on top of that; the conditions are rapidly getting desperate; our 
farmers can stand things about so long, but they are about in the mood to get 
together for their own benefit." 

8. A letter from a county official in the central Montana county of Lewis 
and Clark says : 

" The prevailing rate of interest on farm mortgages in this county Is 10 
per cent, and I doubt if any loaning companies or banks are making farm 
loans at any lower rate than that." 

9. A letter from a county official in the eastern Montana county of Wibaux 
advises : 

" Very few farmers if any in this county are getting money on farm mort- 
gage loans made for five years at less than 9 or 10 per cent, with commissions 
and bonus added." 

10. A letter from a county official of Sanders County, in western Montana, 
says: 

" In November of 1919 I examined the records of this county regarding rates 
of interest stipulated on farm mortgages, and while there were some mortgages 
written at 8 per cent, more of them were written at 10 per cent than any other 
rate. In addition, commissions were charged but I have no way of knowing the 
amount of same ; for instance, a mortgage of $2,150 is recorded as being given 
by William S. Christie to a bank in this county, dated October 24, 1919, bearing 
interest at 10 per cent ; there is a mortgage of $900 given by U. E. Smith and 
Lena L. Smith, his wife, dated October 28, 1919, and bearing interest at 10 
per cent ; there is a mortgage of $1,600 dated October 20, 1919, given by John 
H. Brass and his wife, Lyda Brass, carrying interest at 8 per cent, but as. I 
suggested above, practically all of the loans in this county are recorded at 
10 per cent." 

From all of this, Mr. Powell, you will be able to draw a very powerful 
lesson warranting a continuance of our Government, a system by which these 
farmers now paying the excessive rate of 8, 9, and 10 per cent are able to 
obtain money at low rates. 

Will you kindly show this letter to Mr. Houston for his reading? 
Cordially, 

George L. Ramsey, President. 



The Montana Joint-Stock Land Bank of Helena, Mont., 

November 26, 1919. 
Gut Huston, 

President First Joint-Stock Land Bank., Chicago, III. 

My Deab Guy : I now inclose herewith copy of the condition in the applica- 
tions of the Union Central Life Insurance Co. The following is an exact copy 
of a part of an application for a farm loan made to H. B. Smith, the Montana 
representative of the Union Central Life, the application being dated February 
14, 1917, and recorded in book 8 of Miscellaneous Records in Fergus County, 
Mont, and being signed by H. H. Bean as applicant : 

" I hereby make application to you for a loan of $5,000 on 20-year amortiza- 
tion plan, payable annually at $10.53 per $100, with the privilege of paying any 
note at any time by discounting it at the rate of 7 per cent interest, compounded 
annually. I hereby appoint you my agent and attorney in fact to negotiate 
and procure said loan hereby applied for, and agree to pay you as compensation 
■ for such services a commission of $10 per $1,000 per year for the term of said 
loan, payable on the 1st day of March each year. * * * jj f^y. j^^^ cause 
I am unable or unwilling to carry out the conditions of this contract, I agree 
to pay all expenses which have been incurred and 5 per cent of the amount of 
said loan." 
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From a general rough figuring of tWs computation it would occur to me that 
the borrower on a $5,000 loan would in 20 years pay $10,530 plus $1,000 in the 
commission of $10 per $1,000 per year, making the loan bear a total interest and 
commission cost of $6,530; and as the loan is paid serially over a period of 20 
years, the borrower gets the use of but $2,500 average for the 20 years, so that 
the money costs him, as I would figure it, 13.06 per cent. 

Won't you kindly figure it out and see what result you arrive at? 
Cordially, 

Geoege L. Ramsey, President. 



AN IOWA COMMISSION MORTGAGE. 

Following is a correct copy of the fourth section of a certified copy of a 
mortgage for $13,500 given by Peter Nelson and his wife, Anna, to N. H. Nelson, 
the said mortgage being recorded in Book 266, page 357, of the records in the 
office of the recorders of Marshall County, Iowa, and the purpose of said mort- 
gage being to secure the payment of $13,500 as commission for securing loans 
amounting to $56,000 and recited in the mortgage as follows: 

" Fourth. It is hereby understood and agreed that this mortgage is made 
subject to two mortgages this day executed by us on the above-described prem- 
ises, one for $36,000 to the Aetna Life Insurance Co., and the other to J. D. 
Newcomer Co. in the sum of '$20,000. It is further understood between the 
parties hereto that the consideration for this mortgage and the note which it 
secures consists of the securing for flj-st party of the two mortgages or loans 
above described, and while it is understood that there is an option on the 
$36,000 mortgage after five years and on the $20,000 mortgage after one year, 
it is expressly stipulated and agreed that a payment of all or any part of 
those two mortgages or either of them before maturity shall not affect the 
amount promised to be paid hereunder nor in any way decrease or satisfy any 
part of second party's claim under this mortgage and the note which is secured 
hereby. The holder of this mortgage may pay any past due interest on either 
of the two prior mortgages and this mortgage shall stand as security for the 
repayment of same with interest thereon at 8 per cent per annum from the 
time same is paid." 

January 19, 1920. 
State of Nebraska, 

Lancaster County. 

William H. Mackley, being first duly sworn, deposes and says that he is the 
owner of all of section 4 and north half of section 9, township 14, range 25 
west, Custer County, Nebr. ; that he has made application for a loan of $30,000 
on said land to the Lincoln Joint Stock Land Bank, of Lincoln, Nebr., for a 
term of 32 years, at 6 per cent semiannual interest, on which loan he is to 
pay an initial fee of $20, to pay for the cost of examining the land and on 
which loan he is f pay an additional fee, amounting to the cost of examining 
the title to said premises. 

Affiant further saith, about seven years ago he negotiated a $7,000 loan on 
said premises from a money loaner of Omaha, Nebr., who placed the loan with 
a loan agency of Omaha, Nebr. ; that said loan drew interest at the rate of 6 
per cent, and affiant paid in the neighborhood of $1,000 as commission on said 
loan. 

Affiant further saith, about two years ago, when the said $7,000 became due, 
he paid a renewal fee of $175 for the purpose of renewing said loan for a 
term of five years. 

Affiant further saith he undertook to procure the above loan of $30,000 from 
the same parties of whom he procured the loan of $7,000 and that the best rate 
that he was able to get was 10-year loan at 5J per cent interest and a cash 
commission of $2,250, to be deducted from the proceeds of the loan. 

Affiiant further saith that the above statement is made for the purpose of 
shovidng a difference in the costs in a loan from the Lincoln Joint Stock Land 
Bank and the costs of a straight loan from private parties. 

And further affiant saith not. 

W. H. Mackley. 

Subscribed in my presence and sworn to before me this 19th day of January, 

1920. 

W. H. Sutton, Notary Public. 
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Council Bltjdts, Iowa, January 16, 1920. 
Lincoln Trust Co., 

Lincoln, Nehr. 
Gkntlemp:n : Replying to your letter of the i4th by Mr. Sutton regarding the 
loan of $24,000 In Clarke County, we have the following to report : 

Annis & Rohling, E. H. Lougee (Inc.), .T. P. Hess Co., H. W. Binder & Co., 
J. G. Wadsworth & Co.. and the Farmers' Mortgage Co. say they can not handle 
a loan of this kind now. 

Joseph Michener & Co. will make the loan at 6 per cent interest and a cash 
commission of 5 to 10 per cent, the rate of commission depending on the 
appearance of the farm. 

R. C. Mann, the farm-loan man, says he might make the loan at 6 per cent 
Interest and a cash commission of 10 per cent if the farm is all right. 

J. W. Squire & Co. will write us in a few days as to the rate they will charge 
to make the loan. Just as soon as we hear from this company we shall write 
you further. 

Xours, truly, 

Wallace Benjamin & Co., 
By H. C. Hall, 

Farm Loan Department. 

Scarcely any competition for farm-loan business in Council Bluffs. 

H. C. H. 



Exhibit H. 

TaMe sliowing purposes for which joint stock land lianlc loa/iis have 'been made 
from organization to January 1, 1920. 



Name of joint stock land bank. 



Farmers 

buying 

first land. 



Buymg 

additional 

land. 



Improve- 
ments 



To pay ex- 
isting in- 
debtedness. 



Virginian, Charleston 

Union, Richmond 

Iowa, Sioux City 

First, Fort Wayne 

Colonial, Norfolk 

Guarantee, Wichita — 

Fremont, Fremont 

Arkansas, Memphis 

Mississippi, Memphis 

Liberty, Salina 

Peters, Omaha 

First, Minneapolis 

La Fayette, La Fayette 

Fletcher, Indianapolis 

Montana, Helena 

San Antonio, San Antonio 

Central Iowa, Des Moines 

First, Chicago 

Bankers, Milwaukee 

Des Moines, Des Moines 

Lincoln, Lincoln 

California, San Francisco 

South Minnesota, Redwood Falls 
First, Houston 

Total 



$226,000 
337,700 
297.400 
423; 560 
117,300 
293, SOO 
600,000 
42,000 
28,000 

, 836, 410 
778,000 
432,260 
176,800 
646,360 
312,000 
600,000 
227, 100 

,400,000 
800,000 
405,500 

,640,700 
272,000 

,200,000 
137,000 



$300,000 
101,700 
234,000 
126, 450 
99,600 
182,000 
700,000 
142,000 
118,000 
889, 000 
651,000 
62, 100 
364,500 
378,650 
196,000 

1,000,000 
946, .500 

1,200,000 
856,030 

1,-326,000 

1, 128, 860 
60,000 
170,000 
138,000 



1460,000 

182,300 

136,400 

13,200 

32,000 

97, 136 

100,000 

122,000 

169,000 

840,000 

41,400 

115, 450 



28,000 
77,000 



253,600 
900,000 
550,748 



87,184 
85,000 
82,000 
62,000 



S525,000 
389,000 
768,900. 
326,300 
961,473 
476,065 

3,000,000 
383,200 
401,800 

3,100,000 

103,800 

553,000 

339,700 

73, 100 

1,500,000 

2,000,000 
342,500 

1,500,000 
781, 172 

2,426,675 

1,164,431 
420,000 
867,000 
808,000 



14, 035, 160 



11,359,290 



4,414,417 



23,200,116 



Pending application for loans : Amount of loans committed by all banks to be closed 
March 1, 1920, $54,200,000. Th» application for these loans have all been approved. 

STATEMENT OF MR. A. H. JUDY, TUNSTAIL, VA. 



Mr. Jtjdt. Mr. Chairman, in answer to the question as to why- 
there should be two land banks — one set of farmers do not want to 
have common stock in any institution, others will cooperate and take 
stock; the joint-stock land bank answers the needs of the one set 
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of farmers and the Federal land bank answers the needs of those 
with the cooperative idea. 

Now, as to the amount of capital, when it can be shown that the 
loan to be used is to be employed by the farmer residing on the land 
and developing and increasing production of agricultural staples, 
the limit on these loans is not extreme. 

Here is the point. You can not say you will only loan $2,500 and 
loan that to a class that only wants $2,500, and here is a man that 
wants $25,000 who is just as capable of using it as the man who 
wants $2,500. ^ 

I want to make a personal statement here. Since this bill has 
been pending and the statement has gone out from the joint-stock 
land bank that all business is suspended until the outcome of this bill 
is determined, my neighbor, Mr. J. H. Upps, was approached by a 
loan shark and offered $10,000, that should have been furnished him 
by a joint-stock land bank. He was offered this loan for five years, 
with a discount or commission of $500 off at 6 per cent interest. 
Now, the question is, at the end of the five years, without the influence 
of the joint-stock land bank or the Federal land bank, what will 
the loan shark ask him when the debt becomes due, when the dead- 
fall comes down on his property? The encouragement to men to 
enlist and to engage in agricultural pursuits by the fact that we have 
to-day the Federal land banks and the joint-stock land banks is one 
of the great bright spots that we can see in the near future for in- 
creasing agricultural production, and unless this agricultural pro- 
duction is increased, the unrest that is menacing us now must go on 
to a crisis that will shake our Nation. 

Hamstring any financing of the farmer and you menace Liberty 
bonds — because 60 per cent of the assets of the United States are 
invested in farms and farm operations — all commercial enterprises, 
including your national banks and the very Nation itself. 

(Thereupon, at 12 o'clock, the committee adjourned until Monday, 
Jan. 12, 1920, at 10.30 a. m.) 
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SECOND DAT. 
MONDAY, JANUAKY 12, 1920. 

United States Senate, 
Committee on Banking and Cubeenct, 

Washington, D. G. 

The committee met at 10.30 o'clock a. m., pursuant to adjourn- 
ment of Saturday, January 10, 1920. 

Present: Senators McLean (chairman), Gronna, Norris, and 
Kendrick. 

The Chairman. I understand that you gentlemen wish to add 
something to the presentation you made to the committee the other 
day, and you now have had opportunity, Mr. Finley. 

Mr. Finlet. Mr. Chairman, if it please the committee, certain 
questions were asked on Saturday that we fully anticipated would 
be asked, but in our effort to get through as promptly as possible, 
and under the thought at that time that we would have about three 
hours and only had two hours, they could not be gone into quite as 
fully as we would like to have gone into them, and therefore we 
would like to ask the committee this morning first to hear Mr. Guy 
Huston, president of the First Joint Stock Bank of Chicago, on the 
real effect of removing the tax exemption from these bonds. 

STATEMENT OF GUY HUSTON, PRESIDENT FIRST JOINT STOCK 

BANK OF CHICAGO. 

Mr. Huston. Mr. Chairman and gentlemen of the committee, the 
loss of revenue to the Government through the converting of farm 
loans into tax-free bonds is very small. 

There are $4,000,000,000 of farm mortgages in the United States, 
which, according to the best authorities, are held as follows : 

Insurance companies $1, 100, 000, 000 

Savings banks, State banks, trust companies, and commercial 

banks 1, 000, 000, 000 

Eleemosynary institutions 400, 000, 000 

Local loans 1, 250, 000, 000 

All other , 250, 000, 000 

Total 4, 000, 000, 000 

On the first two classes of investors, which carry $2,000,000,000 of 
the volume of the mortgages, income tax is paid only on the profit 
of those institutions, just as joint-stock land banks would pay on 
their profits as banks. Eleemosynary institutions pay no income tax. 

61 
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Local loans are those carried in small units by local investors who 
pay only a nominal income tax, if any. These are not commercial 
loans and will not be disturbed and can not be made under the pro- 
visions of the Federal farm loan act. This leaves only $250,000,000 
of loans that could be rewritten into this act, the holder of which may 
be now paying an income tax. 

When an investor buys a bond issued under the Federal farm-loan 
act it does not necessarily follow that the Government thereby loses 
the income tax on a portion of the investor's income. If he did 
not buy our tax-free bond he would buy a municipal bond that is 
also wholly tax free. If he buys a farm-loan bond his money has 
gone into productive channels and is financing the man who feeds 
the world. It stimulates every human activity creating a large 
amount of new taxable wealth and thus increases revenues while 
lowering the cost of living. It is not anticipated by students of the' 
farm-loan situation that more than one-fourth of the volume of 
farm loans will ever be made by banks operating under the 
Federal farm-loan act but the competition of these banks will con- 
trol the interest rates on all farm loans for a farmer will not 
pay excessive commissions and a high rate of interest when he can 
get his money through banks operating under this act at reasonable 

New York City has a funded debt of $1,4.50,000,000— a greater 
amount than will ever be issued of farm-loan bonds. This is wholly 
tax free as to income. When the June offering of $10,000,000 of the 
bonds of the joint-stock land banks came out the city of New York 
offered and sold $32,000,000 tax-free bonds. Financial papers car- 
ried verj' brief notices and no comments were made on these bonds 
other than referring to the price they brought. They were over- 
subscribed and no public offering was ever made, but tens of thou- 
sands of dollars were spent on a propaganda against the offering of 
joint-stock land bank bonds. 

The only demand for taxation of these bonds is that carried on 
by a small group of farm-mortgage brokers, who style themselves 
the American Association of Fanu Mortgage Bankers. That asso- 
ciation is composed of less than 300 members, of which I am one. 
Only 80 of these members subscribed to this propaganda last year, 
and I deny their right to claim that they represent the 6,000 farm- 
mortgage dealers and brokers of America. 

Senator Noreis. I would like to ask you this. You compared these 
tax-free bonds of joint stock banks with the municipal bonds and 
so forth, using New York as an illustration. Now, the holder of 
the municipal bonds has to pay the State tax, does he jiot? 

Mr. Huston. In very few States. They do .not in New Yorlv, on 
New Yorlf City bonds. 

Senator Noeeis. Is there not a tax of any kind in New York that 
they have to pay ? 

Mr. Huston. No. That was on the authority of the Wall Street 
Journal. 

Senator Noeeis. At least they are taxable under State laws ? 

Mr. Huston. No, sir. 

Senator Noeeis. I do not mean that they are actually paying a 
tax, but the State has authority to tax municipal bonds if "it wants to. 
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Mr. Huston. No ; as I understand it, one political subdivision can 
not tax the bonds of another subdivision. 

Senator Norkis. Of course there might be a constitutional provi- 
•sion in a State's constitution covering that. 

Mr. Htjston. Ohio has a constitution provision 

Senator Norris. A State has a right to tax mortgages in the 
State, or bonds, and even to have an income tax on those bonds if 
they want to ; but we preclude them from taxing your bonds in any 
way, we relieve your bonds from taxation by State or municipal 
authority, and also relieve you from taxation by the Federal Gov- 
ernment under the income tax law, so I think you will have to con- 
cede that there is that difference in your bond. 

Mr. HtrsTON. I do not think municipal bonds are taxable as a rule ; 
at least, with very few exceptions. 

Senator Noreis. Why, we speak of their not being taxable because 
the Federal Government does not tax them — and there is a constitu- 
tional question even in that, as to whether the Federal Government 
has a right to do that — but for the sake of argument, concede that 
the Federal Government has no right to tax the bonds of municipali- 
ties or States ; it does not follow the States can not do that. 

Mr. Huston. I can only say they do not. I am not a constitutional 
lawyer ; I do not know the constitutional questions. 

Senator Norris. "Well, I am not familiar with the laws of all the 
States, of course; but as a fundamental proposition they can tax 
them when they want to. 

Mr. Huston. They do not in Illinois. 

Senator Noreis. Unless they have a State constitutional provision 
that would prohibit the State from taxing, for instance, municipal 
bonds of that State. Some States do not tax mortgages the same as 
others do. I am not sure but what some relieve them from taxation 
practically entirely. 

Mr. Allen. May I suggest this: That they could not tax bonds 
that were issued upon a tax-exemption law, and most of them are 
issued and have been up to the present time 

Senator Noreis. If they were issued under tax-exemption law 

Mr. Allen. Yes; and that' is the condition that Mr. Huston is' 
speakhig of. 

Senator Norris. But the Federal Government has authority over 
things of that kind, and they can change the law if they want to. 

Mr. Huston. Yes. 

The Chairman. Where did you get your estimate of farm mort- 
gages ? 

Mr. Huston. That is often quoted. I think they are figures taken 
from the Department of Agriculture here, and they have been 
amended from time to time. The census of 1910, I think, gives the 
figures as $3,200,000,000, and they have estimated that the increase 
has been so much. 

The Chairman. It is a mere estimate? 

Mr. Huston. Well, it is used by the Department of Agriculture 
here. 

The Chairman. I have seen it stated in the press recently that it 
was nearly $6,000,000,000. 

Mr. Huston. That is not true. I have seen that statement. I 
know where it comes from, and I challenge the statement. 
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The Chairman. Well, I suppose all these securities could he con- 
verted into joint-stock land bonds in course of time. 

Mr. Huston. No. In Illinois it is estimated by students that half 
the loans made are not commercial loans. 

The Chairman. That would not be necessary with the insurance 
companies or the mortgage companies. 

Mr. Huston. I say a commercial loan. The title to the land is 
not such that a loan could be made under this law or by an insurance 
company. They are held in the locality of the farm, and must be ; 
they are purchase-price contracts; there is an outstanding, dower 
interest, or it is on undi\dded interests ; and a very large percentage 
of the loans are of that class. And it is estimated— in one county 
of Illinois we made that estimate ourselves and we so figured it — 
that less than half the loans were commercial loans. 

The Chairman. That would not apply to the loans taken by in- 
surance companies or savings banks ? 

Mr. HtrsTON. No, sir. Those are commercial loans. 

Mr. FiNLET. Mr. Chairman, we would like for the committee to 
hear Mr. George L. Ramsey, president of the Montana Joint Stock 
Land Bank, of Helena, Mont. Mr. Ramsey comes from that section 
of the country where the State banks 

The Chairman. Before that, if you please, I would like to ask 
Mr. Huston a question. You are not president of the Chicago bank, 
are you ? 

Mr. Huston. Yes, sir. 

The Chairman. I would like to ask just one more question. What 
are your profits? 

Mr. Huston. To date, to January 1, they run approximately 11 
per cent, but that, of course, includes 6 per cent interest collected 
on our own capital loaned and only 5 per cent profit from operating 
the bank. 

The Chairman. Do you think a private institution ought to be 
permitted to earn 11 per cent on subsidized bonds ? 

Mr. Huston. Yes; a well -managed institution that does not earn 
11 per cent would not be a successful institution, and we have large 
liability. 

The Chairman. It seems to be the general impression that 5^ or 6 
per cent is enough for the railroads. 

Mr. Huston. We are not merely investors, we are operators. We 
are taking the chance of bad loans and bad seasons, and a hundred 
other things. 

The Chairman. Railroads are operators, are they not? 

Mr. Huston. You are speaking of the bondholders; but if you 
M^ould pass a law that no one should get more than 5^ per cent on his 
stock in a railroad, there never would be another one built. 

The' Chairman. I am not disputing that personally, but that is 
not the question. You are seeking for a Goverment subsidy, you are 
running a private institution. You admit you are making 11 per 
cent. Now, could not you make a reasonable profit, 6 or 7 per cent 
without that subsidy ? 

Mr. Huston. We could not make a dollar; we could not sell a 
bond ; we could not serve a community. 

The Chairman. If, that is true, then — and you, as I understand 
from Mr. Finley, are willing that you should operate under the same 
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limitations as are now imposed upon the Farm Loan Association and 
trieir bonds — whj"^ do you need the two systems ? 

Mr. Huston. We are running over my time, but I will be glad to 
say that my observatioh is that the farmer is an individualized per- 
son, the farmers of America did not build up this country in small 
units; they did not build any villages; each man put his axe on his 
shoulder and went into the forest or to the plains and built this great 
agricultural country, and the men we are loaning to to-day are their 
descendants, and they are much like their forefathers, they like to 
borrow from private individuals. The Federal banks are doing a 
great work, but many of the farmers prefer to get their loans from 
individuals. Some of them like to get their loans through corpora- 
tions, but many of them prefer to deal with individuals. 

The Chairman. Yes; but with the cooperative associations, com- 
posed of farmers, a farmer can protect himself against what are 
denominated the land sharks and the speculative investment com- 
panies, and where the Government furnishes the funds, which is the 
case with the farm-loan banks, in the first instance — and I under- 
stand it has subscribed for nearly all the stock — is not that as far up 
as the Government ought to go, and ought not the farmers, where 
they form these cooperative associations, ought they not to be able 
and willing to pay the current rate, where the Government furnishes 
the funds in the first instance, the same as any other class of men 
who are protected against the speculator and the land shark ? 

Mr. Huston. They would not be protected if you do not give them 
the advantage of marketing their bonds in the present way. They 
can not raise the money ; it has simply got to come back 

The Chairman. But we had it up to $10,000. Is not that enough 
for the small farmer to expect from any association which is sub- 
sidized by the Government? 

Mr. Huston. The small farmer, yes ; but it is not an economic'unit 
in many sections of the country. 

The Chairman. That is all. Does any other member of the com- 
mittee desire to ask Mr. Huston any questions? If not, you may 
call your next witness. 

Mr. FiNLET. May I precede Mr. Ramsey by saying that I rather 
think you misunderstand me, Mr. Chairman? On Saturday I tried 
to make it plain that we were agreed that the two systems should 
go along together, so far as the purpose was concerned. I think if 
you will examine the record you will find that that was as far as my 
statement went. I want to say that Mr. Ramsey comes from Mon- 
tana, from a section of the country where these State banks origi- 
nated, and is quite familiar with the thought in that section in ref- 
erence to this subject, not only as to what has been done, but what is 
intended to be done, and also as to the farmers' viewpoint, and if 
you could hear him for about 10 minutes we would be glad to have 
you do so. 

STATEMENT OF GEORGE L. RAMSEY, PRESIDENT OF THE MON- 
TANA JOINT STOCK LAND BANK, HELENA, MONT. 

Mr. Ramset. Mr. Chairman, I come from out in the State of 
Montana. I am an owner and operator of farm lands in Montana, 

159907—20 5 
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and have been in commercial banking in Montana for more than 30 
years. 

With my associates, I organized the joint-stock land bank in 
Montana, and I wish to tell you gentlemen that I am consulting my 
conscience when I say to you that I did not organize it so much for 
the possible profit as I did for the benefit that would come to the 
people of our State. I can say to you that we were impelled to the 
extent of 70 per cent by a desire to benefit the farmers, and per- 
haps 30 per cent by the profit that may come from it. We can not 
make from these banks more than 6 or 8 per cent except in excep- 
tional instances. In the instance of the joint-stock bank of Chicago, 
located in the garden spot of the United States, with tremendously 
big loans, naturally its business has been very large, and it has made 
an extra-good profit, but for most of these banks there will be but a 
small profit. 

We have been in business since April last and we are yet $10,000 
behind; our income has been $10,000 behind our expenditures, al- 
though our expenditures are on a moderate basis. 

I come to you no more as a joint-stock land banker than I do as 
representative of the farming interests of our western country. 
When I am talking for Montana I am talking with the same tone 
and with the same force for the farmers of the blue-grass region and 
the grazing lands of West Virginia and the cotton fields of Texas, 
and the wheat fields of Dakota. We need out there cheap money, 
and our reason for the organization of a joint-stock land bank and 
taking advantage of the benefits granted by this act was in order 
that we might operate in the same way that a railroad company 
operates when it builds up its communities and its neighborhoods in 
order to get the passenger and freight traffic that results from the 
building up of that community. 

We organized a joint-stock land bank not for the profits that will 
come from that joint-stock land bank, because we could make much 
more money on our capital used in other directions, but for the 
benefit that would come to the commercial development of the State 
of Montana and the State of Idaho, which is contiguous to our State, 
which we selected under this act. 

J?Tow, gentlemen, the farmers out our way for the first time in 
their existence, and this applies to the farmers of the whole coun- 
try, can feel their way when thev make a mortgage loan. I have 
had farmers say to me: "This is the first time I have felt com- 
fortable in my life," when the papers were signed and the money 
paid over; for the reason that heretofore, as they said, they looked 
forward to a 5-year renewal of their mortgage and the favor of a 
mortgage broker, and the payment of a commission, and they have 
said to me : " To-day I have it placed for 33 years, and I now see that 
I shall be able to pay this debt under the wonderfully beneficent 
provisions of this act, a 100-cent debt with 33 1-cent payments, and 
it is accomplished by no compounding of interest, no building and 
loan association computations, no actuarial figures, but by plain 6 
per cent interest," and in that way the farmer pays a 100-cent debt 
with 33 1-cent payments, and in the meantime pays but 6 per cent on 
his loan. 

He is granted the further elastic privilege, if he wishes to pay off 
the loan before 33 years, by being permitted to pay off any part of 
it on an interest-payment date, without previous notice, after 5 years. 
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Senator Gronna. Are you speaking of Montana altogether? 

Mx. Eamset. I am speaking for the farmers of Montana and the 
farmers of the entire coxmtry. 

_ Senator Geonna. What is the average amount of the loans made 
m Montana? 

_ Mr. Eamset. $2,200. Our average is small compared to other 
]omt-stock banks. 

Senator Norris. What proportion of the men to whom you loan 
the money actually live on the land and cultivate it? 

Mr. Ramsey. Fully 95 per cent in our case. 

Senator Norris. And can you give us an idea as to what these 95 
per cent did with the money that they borrowed? 

Mr. Ramsey. Yes, sir; probably 10 per cent of them used the 
money to buy live stock with and better their farms — probably 15 
per cent. Another 15 per cent used the money for bettering their 
homes, and another 10 per cent probably used the money for the 
purchase of machinery and other necessary things for the improve- 
ment of their farms, and the balance to pay oflf previous loans. 

Senator Norris. Now, how many, if you know, of the men who 
have borrowed money in Montana of you have borrowed sums of 
$10,000 or less? 

Mr. Ramsey. Our volume of loans is still small compared to the 
banks generally, so that I imagine — did you say $10,000 or less ? 

Senator Noeeis. Yes. 

Mr. Ramsey. Oh, probably 75 per cent of them in our country. 

Senator Norris. That 75 per cent of them, if they were living on 
the land and cultivating it, as you say 95 per cent are, would nave 
been able to have gotten their loans through farm loan banks, would 
they not? 

Mr. Ramsey. Yes ; but, if you please, if you borrow from the farm 
loan bank you have to join an association of your neighbors, do 
business with your neighbors, expose the privacy of your affairs to 
your neighbors and their gossip ; you have to accept a payment of 95 
cents on the dollar in cash and 5 per cent of your loan is given to 
you in stock of the Federal land bank of that district, and you have 
to assume a responsibility in all the loans of all the banks of the 
United States, and for the 5 per cent stock given to you you as- 
sume a double personal liability. 

Senator Norris. Well, that is the extent of your liability, though, 
while you assume that-- — 

Mr. Ramsey. Yes; for the guaranty — double your liability. 

Senator Noeeis. Yes; that is the extent of your liability. Now, 
would you be willing that the law should be changed so that you 
could loan only in amounts of $10,000 or less and only to men who 
were actually living on the land and cultivating it ? 

Mr. Ramsey. I believe it would be wise to amend it so that loans 
could only be made to men living on the land. That would not 
affect our country materially, because most of our people are occu- 
pants of their farms. It is in the older communities 

Senator Norris. Would not that carry out the idea that the favors 
the law gives by reason of exemption of tax be confined to men 
actually living on their land rather than speculators living in town? 

Mr. Ramsey. We have no material objection to it. I am here tO' 
say to you now that I am willing to have you bring us under all 
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the restrictions and all the environment that you bring to the Fed- 
eral land banks, except as to amount — and we serve a different class 
of people ; we serve that independent class of men who do not want 
to become liable 

Senator Noreis. I understand that is one of your arguments, and 
I think there is a great deal in it. 

Mr. Eamset. And I may say this, that we have in this country 
this sort of a situation: National banks for the commercial inter- 
ests and no banks for the men who are farmers, with a fine, strong 
corqmercial instinct. We have no banks for that man who wants 
to borrow $10,000 or more, or $8,000, say. 

Senator Noekis. Well, if we want to help agriculture now and 
want to provide inducements to get the men onto the farm and to 
keep men on the farm, and let renters become owners instead of 
tenants, and we resort to an expediency to give them an advantage 
over the balance of the country by issuing their bonds tax free, 
ought we not to confine the governmental instrumentalities to the 
fellows who are actually farming, rathei? than giving the speculator 
an advantage under the law? Why should we give to men spec- 
ulating in farm lands, any more than we would to men who are in 
the merchandise business, tax-exempt bonds? 

Mr. Ramsat. In response to that, sir, I should say we would bow 
most respectfully to whatever your judgment concludes. I do not 
think it is a wise thing to do, but I do not assert my own judgment 
as against yours, with your national-wide vision. We are men with 
a local vision. May I proceed ? 

The Chairman. Yes. 

Mr. Eamset. I want to get into this record the plea from the 
farmers of the West ; I want to say that the effectiveness of this law 
is necessary in order to keep the farmer on the farm. In the corn 
belt of this country, which is the garden spot of the Nation, the 
population in 1910 was less than it was in 1880. 

Senator Noehis. If you want to keep the men on the farm, why 
should you loan to the men who are not on the farm ; that will not 
induce them to go back on the farm, will it ? 

Mr. Ramset. I am explaining to you, sir, that the suburban pop- 
ulation of the com belt of this country in 1910 was less than in 
1880. Take McDonald County, 111. The population in 1910 was less 
than it was in 1880. At the same time the cities of that same 
county, that same com belt, have increased 150 per cent. You have 
got to do something to keep the farmer on the farm, you have to 
give him some benefits. He is the only man in this Nation who has 
had no particular benefit from the Government. We are pleading 
for the ]oint-stock land banks. We are pleading for that man that 
can not go into a national bank and borrow money on his farm. 

It is true the laws allow a national bank to loan a certain amount 
on farm lands; but it is the policy, almost universal, for them to 
refuse to loan on mortgages on farm lands. Therefore there is no 
place for a man to go who wants to borrow any large amount ; and, 
gentlemen, the question involved here is_ not one of saving by some 
devious or indirect way on income tax, it is food production. And 
I wish to say this. Senator, that there may be criticisms, tenable 
criticisms, against this law, but it is on the statute books, and we 
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are now in the most critical period of the whole world, and if this 
does increase production — and it does — it surely should not be inter- 
fered with for the next three or four years. 

I ana telling you gentlemen that the farmers are just beginning 
to realize that the Congress of the United States is undertaking to 
disturb in one way or another this law, and the farmers are look- 
ing up in profound amazement, wondering what it all means. This 
IS the first time in the history of the Nation that a benefit was 
granted to them and given to them of some little value, and they are 
wondering why it should be proposed to immediately take it away 
from them, and it is going to make a feeling of resentment and un- 
happiness all over this country so deep and broad and so colored 
with the gloom of despair and discouragement, that you will find a 
sentiment among the farm population of this country that will be 
heard from the Alleghenies to the Rocky Mountains. 

Senator Gronna. Where is your bank located? 

Mr. Ramsey. I live in Helena, Mont. 

Senator Ghonna. And your bank is located there? 

Mr. Ramset. Yes, sir. 

Senator Geonna. That is a rather old, settled country, is it not? 
' Mr. Ramsey. Yes. 

Senator Geonna. A mining district? 

Mr. Ramsey. Yes. 
. Senator Geonna. Is it much of an agricultural district ? 

Mr. Ramsey. Not so much around our section as around Billings 
or Miles City or Bozeman or Great Falls, but it is the capital of 
the State. 

Senator Gronna. From what part of your State do your loans 
mostly come from? 

Mr. Ramsey. The eastern and also the western and southern part 
of Montana, all around the State, all over Montana. 

Senator Geonna. Do you get many from the northeastern part ? 

Mr. Ramsey. From Sheridan and eastern part of Valley County 
we do. We are not making any loans on the Great Northern west 
of Glasgow ; in the northern one-fifth of the State we are not loan- 
ing any money because of the drouth conditions, but we are loan- 
ing in the southern three-fifths and in Sheridan County, next to 
your State, Senator. 

Senator Geonna. I know a great many of your people, fortu- 
nately or unfortunately, have left your State on account of the 
drouth. 

Mr. Ramsey. Yes, but principally on the Great Northern Rail- 
road line. 

Senator Geonna. By the thousands they have left there. 

Mr. Ramsey. I must object to the statement that they have left 
by the thousands. 

Senator Gronna. I know considerable about it, because I think 
my correspondence is probably larger than yours. 

Mr. Ramsey. No doubt it is, but I must protest against the state- 
ment that they have left by the thousands. 

Senator Geonna. I say it is by the thousands. 

Mr. Ramsey. Then that is a direct contradiction. 

Senator Gronna. Well, my statement will go into the record along 
with yours. 
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Mr. Eamset. Yes. 

Senator GtRonna. Do you think you have many farmers, especially 
among the homesteaders, who came up to Montana, who would re- 
quire more than $10,000 ? 

Mr. Eamset. We have a great many who borrow $10,000' or $20,000 
or $30,000. 

Senator Geonna. You are speaking now of stock men? 

Mr. Ramsey. No; of grain farmers; of producers of wheat, rye, 
barley, oats, and alfalfa;. 

Senator Geonna. What percentage of the farmers would require 
more than $10,000? 

Mr. Ramset. In numbers of farmers ? 

Senator Geonna. What percentage ? 

Mr. Ramsey. In total numbers of farmers that would require more 
than $10,000, probably from 15 to 20 per cent. Our State is pro- 
gressing more rapidly than you are imagining. There is many a 
farmer in your State that requires more than $10,000. 

Senator Geonna. The average loan made by the farmers in my 
State is $2,500, taking the $36,000,000 loaned by the Federal Bank of 
St. Paul, and that is true of Minnesota, Michigan, and North Dakota. 
That average is $2,500. 

Mr. Ramset. But the average of applications made to your North 
Dakota State Bank, based on the same plan as this, with amortiza- 
tion pavments, is far more than $2,500. Many of them are more 
than $10,000. 

Senator Geonna. Which State Bank? 

Mr. Ramset. Your land bank of North Dakota, a part of your 
new State banking system. 

Senator Geonna. Well, my State has always loaned the school 
money. Do you include that ? 

Mr. Ramset. But now you have a law based upon the same plan as 
this — Federal land bank law, by which the State issues bonds against 
the mortgages deposited with the trustees, and you sell the bonds in 
the open market. 

Senator Geonna. We won't go into that, because they have been 
unable to sell the bonds. But I am anxious to find out this : What 
I wanted to know was what is the function, so far as Montana is con- 
cerned, of the joint-stock land bank ? Is it possible for the farmers 
of Montana to get along with the Federal land bank or is it neces- 
sary to have the joint-stock land bank because larger amounts are 
required than they can obtain through the mutual associations? 

Mr. Ramsey. Yes, sir. 

Senator Geonna. Now, I will say this to you : I am quite famUiar 
with conditions in my State, as I have been there 41 years, and I 
know something about the conditions there. I know we have no de- 
mand from the people in North Dakota for the joint-stock land 
banks, but the Government of the United States has loaned $15,- 
000,000 in our State in small loans. Let me say that that was what 
this law was intended for — ^to give to the man who had no farm an 
opportunity to get a farm, or to give to the man who was unable to 
have his rates of interest standardized, make it possible for him to 
get money at a living cost. 

Mr. Ramset. I understand. 
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Senator Geonna. We did not make it for men like myself. I can 
borrow in large amounts and do borrow in large amounts^40,(X)0 or 
■$50,000 ; I can go to Minneapolis, Chicago, or Duluth, or any other 
-city out there and get money at a reasonable rate — at 6 per cent. 
Now, is it necessary for the people of Montana to have a joint- 
stock land bank to promote agriculture ? 

Mr. Ramsey. It is absolutely necessary in order to get money at 6 
per cent. I want to say to you that the mortgage companies in our 
State have no rate less than 8 per cent, that they are getting 8, 9, 
and 10 per cent. I do not know whether our secretary has put into 
the record or not the records I have got for him, of the book and 
page of the mortgage record, of mortgages filed in November and 
December, 1919, showing that the mortgage houses were getting 10 
per cent, and sometimes they are exercising usury above 10 per 
cent and getting a commission of 10 per cent. I want to say to you 
that the Great Union Central Life Insurance Co., of Ohio, which has 
the largest volume of farm mortgages outstanding, are putting out. 
in our State a 6 per cent 20-year amortization, as they have the ef- 
frontery to call it, loan and creating the impressionthat they are 
taking care of the situation, and yet that loan is a loan repayable 
at a rate of $10.53 a year for 20 years, and the farmer loses sight 
of the fact that he has the use of but one-half of his loan for the full 
term, and the loan figures out that he is paying 9 per cent interest. 
Then they say we meet the Government's conditions by allowing you 
to pay it off if you want to, but the contract is such that if a man 
pays off his loan at the end of 8 or 10 years, his interest has cost him 
13 per cent per annum. That is the situation in Montana, and that 
is why I am pleading for 6 per cent money to develop that State. 

Senator Geonna. We had the same condition in North Dakota 
until we were established. In the western part of our State it is not 
an easy matter to get the money for the farmers, but take the eastern 
and they can get all the money they need at 6 per cent. Now, I know 
the conditions in your State and I am not opposing. I am in favor 
of getting your farmers' money just as cheap as they can get it any- 
where else in the world. I am in favor of that you understand ; but 
is it not possible that if the Government or if these banks that you 
are establishing now take a great many mortgages, which means that 
a great amount of bonds must necessarily be issued, is it possible that 
we are going to take from the farmers the opportunity of getting 
any money under the system, because you know that there is a great 
demand to repeal the entire law except for tax-exempt bonds. Now, 
that seems to me something that you should take into consideration. 
What percentage of farmers need the large amount you are referring 
to, and what percentage are satisfied with less than $10,000 ? We do 
not want to repeal the law, so far as I am concerned, and prohibit the 
farmer from getting at least $10,000. That is not in the minds of 
this committee, I think, although I can not speak for the others. 

Mr. Eamset. Now, departing from that line of argument — and 
1 catch your point all right — I want to say that we need the larger 
opportunity to loan to the bigger farmers because the question in- 
volved and facing this nation for the next year or two is food pro- 
duction. 

Senator Geonna. That is true. 
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Mr. Eamsey. I can give you the price current of wheat on the 
lx)ndon market for every year since 1859, and in every case of a 
-great war it shows the price of wheat was greater two years after 
the war than during the war. We are approaching that time now. 
And the reason for it was higher two years after the war than 
during the war was because of the scarcity of wheat, and this is no 
time to discourage the large farmer by taking away from him this 
law. Now, I want to say this as a side line to your arguments, that 
we put up $250,000 of our capital in this bank. If you disturb this 
law as regards the joint stock land banks, we have a 33 years' liquida- 
tion proposition on our hiands that will develop into something of 
a loss in one angle or the other. I do not feel that the faith of Con- 
gress will have been carried out if you undertake to disturb us in this 
law to any appreciable degree, but I say to you that we are ready 
to put ourselves under any restriction you want to impose on the 
Federal land banks or any other restriction you think is proper, ex- 
cept as to the tax exemption and as to the amount of the loan. 

We will feel that we have been unfairly dealt with, I think, if the 
law is changed in respect to these two matters, because we thought 
this was designed to benefit the farmer, and it does benefit the 
farmer, and we put in our capital because it does benefit the farmer, 
and we do not want to have it turned away from us because at this 
late day nobody, no one on the top of God's earth except the life 
insurance companies and the farm mortgage brokers of the North- 
west, are asking for it. There is no one asking for it except the 
life insurance companies like the Union Central Co. of Cincinnati, 
and the farm mortgage brokers of the Middle West, who do not want 
to come under Federal supervision with their affairs, but who have 
announced that if Congress does not repeal this law they will come 
under it. 

Senator Noeeis. Now, Mr. Eamsey, I do not think there is any- 
body who wants to do any injury to you people. I think it is gen- 
erally conceded that you went into this business honestly, and you 
had a right to go into it. There is nothing wrong a;bout that, and 
nobody looks upon you men as having done or doing anythinar wrong, 
but your argument is that they ought to continue, that we ought 
not to interfere with it now since you have gone into this business 
under the law. Would it not follow that according to your argu- 
ment this law must remain on the statute books indefinitely? 

Mr. Kamset. No, sir; but I ask not to be disturibed for the next 
fcpFo or three years. 

Senator Noeeis. All right. In the next two or three years there 
will be hundreds more of these banks organized, and do you realize 
what an influence they would be able to exert through Congress to 
prevent the repeal of the law? I would like to hear you on this 
proposition : Assuming that Congress desires now to repeal this tax 
exemption, what should Congress do in order to protect you men 
who have gone into the business, in order to save you harm if we 
can ? I do not know what the result of the committee's action may 
be, but assuming — and there is a strong probability that that may- 
be the result — that when we get through with these hearings we will 
reach the conclusion that we ought to repeal this tax exemption mat- 
ter, then the question will arise, What are we going to do about these 
institutions? 
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Mr. Eamsey. Senator Norris, I shall not discuss it, I will not con- 
template such, a thing. If Congress should, and what I would deem 
to be ill-advised action, interfere with the tax exemption provision 
of this law, then we will probably be before you with suggestions of 
a remedy of some kind to take care of the people who have gone into 
this business. 

Senator Norris. That might come right on the heels of this ; per- 
liaps it ought to be included in the law that repeals the tax exemp- 
tion feature. 

^ Mr. Ramsey. What you ought to include in the law is giving the 
Federal Farm Loan Board the right to supervise the organization of 
these banks in the same manner that the Comptroller of the Cur- 
rency limits the organization of national banks. The Comptroller 
of the Currency may determine if a town that wants a national bank 
needs the bank, first ; and, in the second place, see that the men or- 
ganizing the bank, if it is a bank that is needed, are competent bank- 
ers and the proper people to have charge of it. If you give the Fed- 
eral board the same privilege in regard to these banks, the Federal 
Farm Loan Board can then govern the situation, and you have the 
precedent for it of the national banldng law, which has been on the 
statute books since 1860 something. 

Senator Norris. I would like to have your experience in your bank 
as far as you have gone. For instance, what do you have to pay in 
salaries, and how much in rent, etc.? 

Mr. Eamset. We have a manager at $3,000 a year ; we have a vice 
president without salary; we have a treasurer at $1,800 a year; we 
have a clerk at $125 a month. Also we have two stenographers, one 
at $100 and one at $85 a month. 

Senator Norkis. What salary do you get? 

Mr. Ramsey. Nothing. 

Senator Norris. You do not get anything? 

Mr. Ramsey. Not a nickel. 

Senator Noeeis. How long have you been organized ? 

Mr. Ramsey. Since April. 

Senator Norris. Do you devote a good share of your time to thi? 
business? 

Mr. Ramsey. Yes. I have been here 10 days in this matter now. 

The Chairman. Has the appreciation in land values reached Mon- 
tana? 

Mr. Ramsey. No, sir. And another thing. You fear land specula- 
tion will arise from this thing. The Federal board has limited loans 
in Illinois to $100 an acre, and in our country to $25 an acre on un- 
irrigated and $50 an acre on irrigated lands. That prevents specula- 
tion. 

The Chairman. Is there a difference in the rate on irrigated lands 
and unirrigated lands? 

Mr. Ramsey. The mortgage companies make a difference ; yes. It 
is 6 per cent 

The Chairman. How much difference is there, is there quite a dif- 
ference ? 

Mr. Ramsey. About 1 per cent difference between what they charge 
on irrigated lands and nonirrigated lands. 

The Chairman. Is it not more than that? 
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Mr. Eamset. Well, not between high grade unirrigated, lands and 
the irrigated lands. That is, Senator Gronna, in Judith Basin they 
borrow at 8 per cent, and in the Gallatin Valley at 7 per cent. In 
the Gallatin Valley, adjoining your Gallatin Valley, Senator, they 
pay from 8 to 9 per cent. There is a difference there of 2 per ceni;, 
and of course on the 10 per cent loans in Montana they have increased 
this much more. 

Senator Gronna. I am afraid I did not make myself understood, 
but what I would like you to discuss is the question of whether it 
would be better to repeal the whole law, the tax^ exemption feature 
of the whole law? 

Mr. Ramset. No; it would not. 

Senator Geonna. I mean that feature of both the Federal farm 
land banks and the joint-stock land banks. 

Mr. Ramset. No, sir. 

Senator Gronna. Or if it would be better to repeal one or the 
other? 

Mr. Ramset. No. I think we should leave the law as it is. There 
are outstanding in the United States some billion of municipal securi- 
ties, money borrowed to build streets and pave streets and build 
sewers and waterworks, and the dwellers in cities have had all these 
wonderful benefits which we see around us by reason of the fact that 
they could borrow money cheaply on tax-free securities. 

Senator Norris. I think you are wrong about their being tax-free 
securities. 

Mr. Ramset. Let me say this. The tax-free theory in the United 
States is engrafted upon the Government of the United States as 
firmly, as strongly, and as firmly as steel barbed wire embedded in 
concrete and cement. Now, as you gentlemen all know, the tax ex- 
emption discussions occurred in the constitutional convention, and 
the quarrel was there between the representatives of the 13 States 
as to whether the super-State should be allowed to tax their securi- 
ties, and the final result of it was that there was no record, and 
hardly anything put in our Constitution at all about tax exemption ; 
but there was record kept in Mr. Madison's journal, and the members 
of the Supreme Court for 30 years consulted what was contained in 
that journal about that matter, in rendering many decisions on tax 
exemption cases between the States, those cases that came up begin- 
ning 5 years after the Constitution was adopted. 

Senator Norris. I do not think you get the idea. I did not mean 
that the Federal Government should tax municipal bonds, but the 
State government can tax them. 

Mr. Ramsey. They can tax theirs, but not those of another State. 

Senator Norris. So they are not tax exempt. Now, these bonds 
you have are tax exempt from both State and National taxation. 

Mr. Ramsey. Yes, sir; they are exempt from State taxes because 
they are national securities. Neither can a State tax other securities 
unless the law permits it. 

Senator Gronna. Before you get away from that, I think we all 
agree to this : That there is a subsidy to the farmers, we can call it a 
subsidy to the farmers, exempting their mortgages and bonds from 
paying tax. I think we all agree on that. 

Mr. Ramsey. Yes, sir. 
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Senator Geonna. Now, then, the next question which seems to me 
lundamental is this: How far can we go to justify that? Can we 
go any further than simply to say we want to encourage the pro- 
auction of food for the human family, we want to increase the num- 
ber of farmers? We want the little fellow who lives in the back- 
woods and needs $400 or $500, whom nobody knows. We want to 
give him an opportunity to build up a little home and to break up 
a little more land. I am not going into the detail of what he should 
use his money for. There is much, to be said about that. But can 
we, I say, justify our position in saying that this special class, the 
larmer, shall have the subsidy for any other purpose than simply 
going into increased production? 

Mr. Kamset. With indisputable evidence that we have 4,000,000 
people starving in Europe, and with this country committed to the 
idea of taking care of the people of the world, production of food 
is the important thing, and it is the principal object in this whole 
thing. I want to say this as to income taxes that come to the Na- 
tional Government through this source. The income taxes of this 
country come, first, 32 per cent from corporations, 33 per cent come 
from personal endeavor, 19 per cent from excess on dividends, 12 
per cent from rents and royalties, and 4 per cent from interest. If 
you exempted all interest from income tax there would only be a 
4 per cent loss, and the portion that comes from the income tax from 
these bonds granted to these farmers is negligible and not to be 
considered at all. 

Now, a second point I have here, and I will finish in two minutes. 
As a commercial proposition, if you people repeal this law you are 
simply going to cause all the States to pass income tax-free laws in 
their States, allowing the bonds issued against the mortgages of 
farmers to become tax free, and you are going to produce a chaotic 
financial condition in this country that will he appalling, which I 
dread, and I ask you to seriously consider. 

In North Dakota you have such a law, although, as you have said, 
you can not sell the bonds. In South Dakota — ^here is a telegram 
from the banking department of South Dakota saying: 

Amount loaned to 5,000 farmers under the rural credit law, $20,000,000, at 
5i per cent interest Bonds issued, $21,000,000, all sold at an average rate of 
4.94 per cent. Indications are rate on bonds will be higher in future. Our 
bonds are direct obligations of State and not debentures. 

In the attorney general's office of the State of Montana is lying 
now the first draft of the same kind of a law for our State. They 
have one in Wisconsin. They will have them in all States in the 
West, and the point is that then those laws will be administered by 
inexperienced men and we will have trouble and losses and dis- 
turbance and chaos and confusion confounded, if you people take 
the Government supervision away from the joint-stock land banks 
and do not allow them to make loans to the large families. If you 
do not allow the large farmer — that is, the farmer that has an in- 
fluence in the legislatures and the business world — if you do not allow 
them to borrow money at the same rate as their small neighbors, then 
they are going to the legislature and insist on the State passing that 
law, and when you do that with each State administering its own 
income-tax law, you are going to have chaos. 
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Senator Noeeis. What reason have you to think that this large 
farmer is going to be successful in getting tax exemption on large 
loans ? 

Mr. Eamsey. The same as South Dakota. Those are large loans. 

Senator Noeeis. As to South Dakota, do you know how large they 
are? 

Mr. Eamsey. No; but from hearsay I know they average very 
large. 

Senator Geonna. That is business done by the State ? 

Mr. Ramsey. Yes, sir. 

Senator Noeeis. I think it would be exceedingly interesting to 
know what the size of those loans is. 

Mr. Eamsey. I shall personally advise you. 

Senator Noeeis. We can get that information, I think. But sup- 
pose all that happens now that you say, the result is that they exempt 
all these bonds and loans from tax. You just said a little while ago 
if we exempted the whole thing, all the loans, it would not cut any 
particular ice, because it is such a small amount. 

Mr. Eamsey. As far as the income tax is concerned. 

Senator Noeris. Yes; and it would not be any worse if the States 
did it than the Federal Government did it ? 

Mr. Eamsey. The mortgage brokers have come to you with the 
argument that they want the tax repealed because it is interfering 
with the tax exemption 

Senator Noeeis. No ; I think you are wrong about these particular 
people coming to us. I do not think the committee has been moved 
in any degree by any influence of that kind, and so far as I am con- 
cerned I do not know of any such influence. But there is a feeling, 
just as Senator Gronna brought out, that we ought not to go so far 
with the tax-exemption feature as to permit the fellows who do not 
need assistance, who have got big tracts of land, who live in the 
towns, and who want to speculate on land to borrow and not pay a 
tax to the Federal Government. 

Mr. Eamsey. Then confine it to the occupants of the farms only. 
Are there any farmers asking for the repeal of the tax-exemption 
privilege ? 

Senator Noeeis. I think there are, but I have not come in contact 
with them. As far as I know, I have not been moved by anybody's 
request or anybody's objection. It is a matter of justice with me as 
to what we ought to do, representing the National Government. 

Mr. Eamsey. I appreciate your courtesy. I have gone far over my 
time. 

Mr. FiNLEY. Just one word before we ask you to hear the last 
one on the program, and that is in reference to that question about 
the First Joint Stock Land Bapk of Chicago, the president of which 
testified that in recent months he had earned 11 per cent. 

That bank was organized among the first, and it was the first 
that got into active operation, about the time, I believe, of the be- 
ginning of the war. There was a great demand for money from all 
sources then, and they did almost from the beginning quite a large 
business without the necessity of paying commissions for it, because 
there was very little competition among the joint-stock land banks 
at that time. 
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. I just wanted to call your attention, to that, because I do no think 
it is possible for it to continue. They goon loaned up to their full 
quota and increased their capital. I can say for myself that in 
organizing the bank I am connected with I did not hold out in the 
sale of the stock any hope to our stockholders that we could pay 
more than 8 or 10 per cent, arid that was predicated on no serious 
loss. 

Now, if you please, Mr. Chairman, we would like for you to hear 
Mr. J. H. Allen, representative of the Des Moines (Iowa) Joint 
Stock Land Bank. 

Mr. Ramsey. May I make one correction? The Union Central 
Life Insurance Co., which makes a loan to farmers at 20 years, 
repayable at $10.53 per hundred dollars per annum, also charges 
$10 per thousand dollars per year commission on the loan for the full 
20 years, which makes the 9 per cent cost. 

A Voice. Twenty years ? 

Mr. Ramsey. Twenty years, I mean. 

STATEMENT OF MR. J. H. ALIEN, PRESIDENT OF THE FIRST AND 
SECOND MORTGAGE CORPORATION OF DES MOINES, IOWA. 

Mr. AixEN. Mr. Chairman, I would like to make a few observa- 
tions in reference to the tax-exemption proposition which has been 
presented here, and in dealing with that I desire to treat it as a 
subsidy, as has been suggested by this committee. 

I think the use of the subsidies has been and is an established 
custom of this Government, or function, notably, those of us who 
are Republicans know that for many generations we held out to the 
Iowa farmers that we were levying tariffs for the purpose of building 
up manufacturing interests in Sie East, that we might create a 
home market for the Iowa farmers' products. I had that instilled 
into me from the time I was a child. The further proposition of 
subsidies can be traced into the building up of our railroad systems. 
For generations we granted subsidies to the railroads, in the form 
of public lands, and these lands are lands that these farmers, these 
pioneer farmers, settling upon, many of them to-day that are mak- 
ing the railroad properties valuable. 

Then, again, we have the same principle involved in connection 
with the establishment and the building up of our farmers and the 
building up of immense cities on our coasts. Those are subsidies in 
a different form, but it is the same principle — ^the paying of par- 
ticular sums or the granting of particular rights and privileges to 
institutions for the common good. 

Now, for the first time in the history of this Government agri- 
culture has received, as I am willing to call it, a subsidy. Never in 
the history of this country has agriculture received a single thing 
in the form of direct subsidy. To-day we have these joint stock and 
Federal banks. The question is now. Does agriculture get the benefit 
of the subsidy ? 

The joint land banks claim that they do, that the Government and 
the people will be more than compensated in the increased produc- 
tion and in the lowering of the cost of living, and in direct taxes that 
will be returned to the Government and the States. 



78 EXEMPTION OF FEDERAL FARM LOAN BONDS FROM TAXATION. 

Now, let US follow that line of argument just for a moment. A. 
few years ago I happened to have some little interest in lands in 
South Dakota, and I decided that I would prefer to sell those lands 
than to keep them. Land buyers were very hard to find in South 
Dakota. These lands were in the eastern part of the State, and I 
decided that rather than try to improve those' lands and rent them 
I would sell them to men of very moderate tneans, and I proceeded to 
sell them to tenants, some of them that were even behind the! game, 
that were owing really more than they were worth, and I paid the 
debts of some of them, and I moved them to South Dakota. I sold 
them the lands with something down and the balance on time, with 
the result that those men went onto the lands. I furnished them the 
money to build their houses, I furnished them the money to buy 
their cattk, I furnished them the money to buy their horses and to 
buy their machinery, and some of them, young fellows, even fur- 
nished them money to furnish their houses and get married. 

Senator Noeeis. You did not furnish them their wives ? 

Mr. Allen. No ; I did not furnish the wives. 

Now, gentlemen, what has been the result? They could not pay 
their taxes, many times could not pay their interest. I simply stayed 
with them. I paid their taxes and I carried their interest. They im- 
proved the land, dug out the stones, and some of this land was quite 
stony. Mr. Gold inows the history ' of these cases and is very 
. familiar with them. Now, what was the result ? About eight or nine 
years ago I started them. I started them with 10 or 12 cows, and 
those men have 75 to 100 head of cattle to-day. I simply al- 
lowed the stuff to accumulate. Now, these land banks — Mr. Gold 
is doing it right to-day. He is taking up the mortgages on those 
lands and the contracts through his jomt land bank, enabling those 
farmers to keep the cattle that I helped them to accumulate by stay- 
ing under the burden and paying 8 per cent, to keep the cattle on 
those lands for those men in many instances. Now, the record is 
simply this: Those tenants that did not have a dollar to-day are 
worth $8,000, or $10,000, or $20,000, and some of them more, and 
those farms are lands that would not have been improved up to the 
present time and are producing 800 or 1,000 head of cattle. 

The Chairman. That is what we want to do, but how many of 
those farmers did you give more than $10,000 ? 

Mr. Allen. I gave some of them as high as $25,000 or $30,000. 
Do you know how much it takes to-day in stock to operate an ordi- 
nary farm? 

The Chairman. You spoke about giving them 8 or 10 head of 
cattle to start with. Did they get more than their eight or t«n 
thousand dollars' worth? 

Mr. Allen. Yes; in many cases. Of course, if you buy 8 or 10 
cows, that does not take eight or ten thousand dollars, but to carry 
the proposition through and permit them to get what is necessiary in 
order to put them in a position to carry on a successful industry it 
is necessary to give them what I say. The average quarter section 
in Iowa to-day that is operated successfully has not less than ten 
to twenty thousand dollars' worth of personal property on it. 

Senator Norris. I think that is probably true as to Iowa, but, of 
course, Iowa is comparatively a garden spot in the country. When 
you went into South Dakota you did not have anything of that sort ? 
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Mr. AiiEN. No. 

Senator Noeeis. They had to have something to operate, of course. 
I would not understand, however, that a man in a new country like 
that would need $10,000 on 160 acres of land to operate successfully. 
I really do not see the necessity of his using that much money. 

Mr. Allen. Well, I will tell you how. Some of these lands were 
stony, and it took a lot of time to clean the stones off them and 
get the land in successful operation, and they had to have the cows 
in order to get their living, and the result was — ^I did not say that 
I gave them $10,000 to start on — but you take the ordinary set of 
buildings, and they cost four or five thousand dollars, or to put 
up a barn and a fairly good house now, and the necessary fencing, 
will cost four or five thousand dollars at least. 

Senator Noeeis. That might have been true there, but you have 
asked me the question as to the country I live in, and I would say 
that it did not take four or five thousand dollars. You could have 
used it, of course. You could have built a house that would have 
cost $10,000 or $20,000, but the ordinary farmer did not do it; he 
got along without that much. 

Mr. Allen. But, as I view the proposition, if you are going to 
keep men on the farm, you can not put them between a couple of 
flat boards and tell them that that is a farm. 

The Chaieman. But you must anticipate at some time there will 
be a stage when you are going to make some money f 

Mr. Allen. That is very true, and these men made money. 

The Chaieman. And when they are making money they would 
rather decrease their obligations, I suppose, instead of increasing 
them? 

Mr. Allen. Certainly, but these loans that are being made will 
enable those men to keep the cattle. I left northern Iowa and 
moved down to Des Moines arid got into other lines of business. 
I did not care to carry on that line indefinitely, and these men had 
not accumulated enough to keep their cattle and pay me; but by 
increasing their loans this way they are able to keep their stock 
and business go on in a normal way. 

Senator Geonna. May I ask you where those farms are located ? 

Mr. Allen. Yes, sir; they are in southeastern Eoberts County 
and northeastern Grant County, S. Dak. That was wild land. 
In every one of those cases, through the operation of this law the 
Government will more than profit by any difference in the question 
of tax exemption. 

Senator Noeeis. I think it is well for us to consider that the tax- 
exemption feature is a little different from what it was before the 
war. It is an acute proposition now; we are driven to all sorts of 
schemes to raise money to keep the Government going now, and, of 
course, even when this law was passed, before the war, we did not 
have those conditions. I think we ought to take that into considera- 
tion. We have to recognize that the Government has to raise an 
enormous amount of money from some source, and every possible 
source that is legitimate we want to keep open. 

Mr. Allen. Pardon me for a suggestion. 

Senator Noeeis. Yes ; we would be glad to have it. 

Mr. Allen. Well, I would suggest that you stick a pin into the 
bunghole of the pork barrel and that will stop the leak. 
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Senator Noeeis. I know ; that can be said of any other item, you 
know. 

Mr. Alien. That is one suggestion. 

Senator Noeeis. Stick the pin in, but you know that there are 
thousands of them. 

Mr. Allen. I know. Yes ; I know your problems. 

Senator Noreis. Evfery one. of us thinks that he could devise a 
taxation scheme that would be very easy — I know I do; but, unfor- 
tunately, the balance of the fellows do not agree with me and we have 
to compromise on it and do a lot of things that we do not like to do. 

Mr. Allen. The facts are, as has been said a number of times, in 
the question of tax exemption, there are over $16,000,000,000 of tax- 
exempted securities. There are about $50,000,000 of joint-stock land 
banks, or about a third of 1 per cent. If all the mortgages were re- 
funded there would be in the neighborhood of all the mortgage in- 
debtedness on farms, it would be around perhaps 20 per cent of the 
tax-exempt securities, something in that neighborhood, which, of 
course, will never happen, because, of course, the insurance com- 
panies will naturally continue in the field, and they do not pay an 
income tax upon that class of securities anyhow ; and you have gone 
over the whole list, so it is not necessary for me to go into that. But 
I want to call your attention to another fact. 

Now, financing agriculture, as has been said, requires a different 
kind of financing than that required for commercial business. "We 
have large commercial banks over this country that provide millions 
of dollars of liquid capital for that class of business, and that is 
available for commercial business without income tax or any expense 
whatever except what the bank may levy. Is not that a proper 
statement ? 

Senator Geonna. I think so. 

Mr. Allen. Now, a farmer wants to finance his farm for the pro- 
duction of cattle; he wants to finance his farm to create a herd of 
thoroughbred cattle. He goes to his banker and says, "I need 
$5,000," or " I need $10,000 for this purpose." The banker says, 
"All right ; I will finance you." He writes out a note for six months. 
Now, can you imagine a man going into an industry or business that 
will require 5 to 10 years to really develop upon a six months' accom- 
modation ? And yet the farm is a factory and nothing else. No man 
would be crazy enough to come down here and undertake to build up 
a great manufacturing business relying upon his ability to get capital 
upon a six months' renewal basis. He has to have his accommoda- 
tions for the purpose of his liquid capital required, but his perma- 
nent capital, the thing which makes the base of his factory, must be 
obtained upon a long period of years. Is not that true? But the 
farmer wanting that kind of capital must go to the commercial bank 
and get it, and he must get it on a 6 months' renewal, and he is sub- 
ject, like the commercial man who makes his turnover every 60 or 
90 days or every 6 months, to the same laws with reference to the 
question of money conditions that the commercial man is, and many 
a man who has produced meat, for instance, has been compelled to 
sacrifice his herd in stringent times at an absolute loss, and many 
times almost to the extent of bankrupting him. 
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The Chairman. Are they not establishing savings baniks in the 
West more or less now, in the country, where they are doing business 
on a large scale? 

Mr. AuLEN. Savings banks have gone practically into the com- 
mercial business. They make loans on city property, and a few of 
them go into the country. 

The Chairman. Is not the farm mortgage the principal loan the 
savings bank makes in the East? 

Mr. Allen. That is a very small percentage with us. 

The Chairman. And for any length of time? 

Mr. Allen. Not the amortized loans. 

The Chairman. I mean the savings bank loan on farms in the 
East; they may be on demand, but they are expected to run for 
years and do run for years. They get their money at not more than 
6 per cent, and many of them get their high-class loans at 5^ per 
cent, and they are forming their cooperative associations and build- 
ing and loan associations whereby they can provide capital and get 
this money at a local rate, at 6 per cent, all through the East. 

Mr. Allen. Well, Senator, the situation in the East is a very dif" 
ferent proposition. 

The Chairman. I know it is, but it seems to me that it ought to 
spread, and all through the -Central West and in the far West where 
the lands are fertile the time ought to come pretty soon when capital 
can be had on the agricultural interests themselves at reasonable 
rates without asking for Federal subsidies. The States do it, and 
you say it is setting a bad example for the States to do it. The 
theory seems to be that if the Government does not set a bad example 
it will set a worse one, and it is a question for Congress to consider 
very seriously — and if we are going in the wrong direction whether 
we had better not stop. 

Mr. Allen. Well, now. Senator, answering the first part of your 
question with reference to the fact that savings banks and others 
should furnish this capital, and that it should seek the West, that, 
perhaps, is true, but they do not. That is the point. That is why the 
farmers are asking these things. 

Now, answering the latter part of your statements, that the farm- 
ing communities ought to buUd up this system themselves ; we must 
say that it has not been possible to do so up to the present time at 
reasonable rates. 

The Chairman. The farmers are fairly prosperous in many large 
sections of the West. I read the other day that there are more auto- 
moblies per capita in Senator Norris's State than in any other State 
in the United States. 

Mr. Allen. Well, Mr. Chairman, if I may be permitted to answer 
that question — ^I do not want to go into that because that is off our 
line, but there are prosperous farmers naturally, as in all other lines 
of business, and that is outside of this proposition as I see it. 

Senator Norris. Of course, there ought to be. If there is anybody 
in the world that ought to have an automobile it is a farmer. The 
farmer uses his for practical purposes, whereas the city felloA^ uses 
his for fun. 

The Chairman. I do not object to that. I am not criticizing that. 
But we can not put our tariffs too high. You know the tendency is 
159907—20 6 
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to lower them all the time. That same purpose has got to run through 
all our legislation. I'he country is needing immense sums of money 
to pay current expenses, and, as I stated the other day, we have a 
bill pending before this committee, introduced by a Senator from 
New York — Senator Calder — and it has many friends, and it antici- 
pates the organization of large building and loan associations, com- 
panies subsidized by the Government, and that their bonds shall be 
exempt from taxation, so that the poor mechanic can hav^ a little 
home, and it is an appealing proposition, and if we continue this sub-' 
sidy to the farmer beyond a reasonable extent — about $10,000, or 
something of that sort — what answer can we give to the millions of 
other poor men throughout the country who want a little home and 
want the money at low rates of interest ? 

Mr. Ali^n. Mr. Chairman, as far as I am concerned, I would not 
oppose the proposition of the small-home owner or the fellow that 
wants to get a home having tax-exempt bonds. And I will tell you 
why — — 

The Chairman. Of course, our sympathies are all with these men, 
but how far are we justified in going with the proposition. That is 
the question. 

Mr. Allen. But if I may resume. Senator, the production of the 
farm is the only place where you produce new capital now — ^the new 
foodstuffs, the thing that keeps the whole machine going. 

The Chairman. But the mechanic wants shoes and clothes and coal 
and he wants bread. 

Mr. Allen. But he' will not get bread unless the farmer produces it. 

The Chairman. And he will not get shoes 

Mr. Allen (interposing). Unless the farmer produces the cattle. 

The Chairman. And he wants a home, and the prices of such things 
are so high that there is great suffering in the country. Now, can 
we subsidize the shoemaker ? 

Mr. Allen. There will be more if you do not look after the agri- 
cultural interests and give these farms the same chance. 

The Chairman. I agree with you, but the question is how far 
should we go. Can we extend it up to large loans? That may in- 
volve speculation. Can we go beyond the $10,000 limit, when it is 
stated here by Senator Gronna that the average of these loans in his 
State is something like $2,500? 

Senator Norris. Mr. Allen, I think it is conceded, and I think you 
will concede, that there must be a line drawn somewhere. 

Mr. Allen. The Federal board has drawn that line. 

Senator Norris. Yes ; but if we must draw a line somewhere, of 
course it would follow, I suppose, that honest men will disagree as 
to just where that line should be. That is one of the things that is 
in controversy here. Do you think $10,000 is too small ? 

Mr. Allen. 1 do. 

Senator Norris. You think that would not do ? 

Mr. Allen. It would not form an agricultural unit in Iowa. Now, 
if yon gentlemen would like my views upon some of these proposi- 
tions you have put up as problems, I would say this. Place in the 
hands of your Federal Farm Loan Board full power to determine 
what shall be the limit as to loans in the various States, according 
to their needs, exactly as you place in the hands of the Federal Re- 
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serve Banking Board a similar power now. Also place in their 
hands the power to determine how many banks there shall be and 
where these banks may be located, and power to determine upon the 
character of the men back of the banks. 

Senator Norkis. Supposing you fixed the limitation, what would 
you think the limit should be for Iowa? 

Mr. Allen. I think the limit is plenty low enough. A quarter 
section costs close to $40,000, and by the time a man has any equip- 
ment at all— now there is one thought that I had not put in that I 
want to put in, and it is this. This is not only a question of financ- 
ing this country, feeding it for to-day, but it is a question of financ- 
ing it and feeding it a hundred years from now. Now there is a unit 
upon a farm whereby you can maintain the fertility of that land. 
If you use a system of underfinancing, so that a man can not keep 
the necessary cattle and hogs, so that he may rotate his crops, you 
have laid the foundation for undermining your land and destroying 
the future prosperity of the country by close-fisted financing, and 
that is what close-fisted financing has done for our farms, and 1 
can show 1 you farms in Iowa that can not produce within 25 bushels 
of corn an acre what they could produce 10 years ago. 

Senator Noeeis. Speaking of Iowa, I would like to have your 
ideas. Would that system have to be permanent? 

Mr. Allen. Which system? As to the amount? 

Senator Noeeis. Well, the subsidy, the whole business. Will there 
come a time in Iowa when by this assistance that is given, and say 
a limit of $50,000 on a farm, will there come a time when the farmer 
will be on his feet so he will not need any assistance at all ? 

Mr. Alleat. I would judge there would. 

Senator Noeeis. Now, when will it come? 

Mr. Allen. Undoubtedly it will come as these farms become paid 
off. Let me suggest this: There are a few things — and I wanted 
to take them up in their order, as I had a schedule — ^but there are 
a few things we must look to. One is permanency of land owner- 
ship and occupancy — ^must we not ? — under the five-year loan system, 
which has been in vogue up to the present time ; very few men and 
their families have stayed upon a farm more than one generation, 
very few. Why? Most all of those of the West have been in debt; 
men have died, the estates being in debt, the widow has been com- 
pelled to sell her property. You have had that experience as a 
lawyer, and other lawyers have had it. Estates were cut in two 
because of a forced sale to settle the estate. 

Under this system of loans that estate can not be jeopardized, 
the widow can stay on the farm if she has sons old enough to operate 
the land, and the boy stays on the farm and runs it. Under the old 
system he was forced off the farm and into the city, to become, 
perhaps, a drayman or something else. 

Now, I maintain this: That tliis kind of a loan will make for 
permanency of land ownership. It will make for a settled rural 
population, which every man that is a thinking man must know 
is the real bulwark and foundation of our whole civilization. It is 
the place where we have go to go in time of stress, in the time of 
uprisings, in the time of strikes, to get the solid sort in order to 
tide us over in these perilous conditions. 
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Now, then, there is only one way that a man living on a farm 
could ever protect himself, and that was by taking out life insur- 
ance. The life insurance companies realize that. It is much cheaper 
for a man to take a 33-year loan on a 6 per cent basis. That insures 
him against his asset being wiped out. It is much easier for him to 
do that than it is for him to carry a 5 or a 5J or a 6 per cent loan 
and pay 3 or 4 per cent to a life insurance comjpany to turn him 
back less than 2^ per cent or 3 per cent on his investment. What 
happens? Many men are taking these loans for that very purpose. 
I have taken more than one myself on lands I had, simply lands I 
wanted to keep. I am trying to turn my lands in and get away from 
the conditions in northern Iowa, because I think tenantry ought to 
stop, and I am selling those lands off as fast as the income-tax law 
will permit me. I do this because tenantry has a tendency to de- 
crease the productivity of the land, unless the tenant has hogs and 
cattle enough so that he can rotate the crops in the right way to 
get the best possible production from the land. 

That is the Iowa situation. If you will permit me to finish I will 
not take over 3 minutes more. I will try to give you a quick shot 
of what I have attempted to say and what I think we have shown. 

In the first place, we came before you upon the report of your 
committee which said that these banks, in the first place place, were 
making too much money. I think we have satisfied you that we 
are not making too much -money. I think we have satisfied you 
that we are carrying the money from the investor to the producer 
at a less charge than any other system ever has done, any system 
that has ever been inaugurated or that can be inaugurated. 

Now as to the question of the tax exemption, I think that we have 
been able to show to you that we are more than carrying back to the 
United States in value and in profit and in income much more than 
is given— an increased production. I can cite you hundreds of cases 
of where the land has been improved and tiled. I know of one 
800-acre tract that has been improved and tiled and buildings put on 
it through the instrumentality of this law that would have lain for 
many years without being improved — — 

Senator Noreis. Was that 800-acre tract owned by one man? 

Mr. Alo!n. No ; it was owned by several. 

Senator Geonna. I have been so interested in your argument, be- 
cause I think it is sound, that I have refrained from interrupting 
you, but I agree with you that if it is impossible for these men 
holding large areas of land to get money at reasonable rates, then I 
believe it would be better for the Government, even if it be a loss 
to the Government, to do' exactly what you want us to do ; but is it not 
a fact that it is possible for a man who is worth $20,000 or $25,000 to 
get money at reasonable rates, and on the other hand is it not also 
true that the little fellow who is unknown has no way of getting 
money at a reasonable rate of interest on his farm? The small man 
is the one that Congress intended to take care of. I agree with you 
absolutely so far as your argument relates to agriculture generally. 
We have not done enough for agriculture ; I agree with you on that. 

Mr. AlixEN. Now, allow me to say this. Senator : In the first place, 
I can not agree with you in the statement that this act was passed for 
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the purpose of aiding the small fanner. I think it was passed in the 
interest of agricultural production. It is just as necessary for the 
man who owns a large tract of land to improve it so as to get the 
greatest production out of it as it is for the little farmer to improve 
#^^i^^ ' -^"^ ^^ ^^^ interest of producing the greatest quantity of 
rood possible for the country it is even more important. It is just as 
necessary for a man in Pocahontas County, where I formerly lived, 
to be able to buy an Iowa farm as it is that a man in North Dakota 
shall open up a new farm. 

Senator Geonna. Yes ; and it must be as important to the Nation, 
but your rates of interest have been very low. 

,.^- -^iJ^EN. Not so low. I will tell you that if it had not been for 
this land-bank act the farmers would have been payiner 7 per cent 
interest. f j b i^ 

Senator Geonna. What is the rate now — 4 to 5 per cent, is it not? 

Mr. Ali^n. Oh, my, no. They are charging 6 per cent practically. 
Well, it costs the farmer more than 6 per cent, as a rule. On the 
larger loans, for instance, $125,000, they are charging 6^ per cent and 
a commission. 

Senator Geonna. First mortgage? 

Mr. Allen. That is for the fellow who is willing to go out and buy 
the farm. If I was going to run this business, I would increase the 
amount and let the tenant become the actual owner of the farm, be- 
cause he is the fellow who is going to keep that farm built up. As 
long as he rents the farm the tendency is to get all he can out of it 
with as little effort as possible. 

Senator Noeeis. The model condition, of course, would be to have 
every man own the farm that he tills. 

Mj. Allen. And that is what we want to work to, and it is as 
important to Iowa 

Senator Nobeis (interposing) . But in a broad way, now, a system 
that permits such large loans, it seeems to me, has a tendency to 
retard rather than to bring that about. 

Mr. Allen. Absolutely not. 

Senator Noeeis. It gives the big fellow an opportunity to hold 
large tracts of lands operated and farmed by a lot of tenants, when, 
as a matter of fact, the tenants ought to own the land in smaller 
quantities. 

Mr. Allen. Well, I am not sure about that. The agricultural 
college of our State figures that a 200-acre or 240-acre farm is the 
economic unit. 

Senator Noeeis. In Iowa ? 

Mr. Allen. Yes; in Iowa. We have illustrations of that, for in- 
stance, in running factories; and, for instance, packing companies 
are able to utilize every part of the animal which they kill — even to 
the squeal, as the old saying is. 

Senator Noeeis. I think it can be demonstrated that that is a 
fallacy. People generally believe that, but, as a matter of fact, I 
think it is shown now that these great big packing houses are bring- 
ing the country on an economic basis to the same extent it would be 
brought if there were hundreds more small packing houses. 

Mr. Allen. Yes ; that is so. 

Senator Noeeis. Because it is an economic loss to ship live cattle 
when you can ship dead cattle instead. That is admitted now. 
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Mr. Allen. Yes ; but we do not want to get off the track. 

Senator Noheis. But you gave that as an illustration. 

Mr. Allen. The only trouble is that the packing company is get- 
ting all the CTavy. 

Senator Noeeis. Yes. 

Mr. Allen. And they are operating an economic unit ; that is, so 
far as the farm is concerned. 

Senator Noeeis. There are not enough packing houses. 

Mr. Allen. I agree with you on that. 

Senator Noeeis. It would be more economical, more economically 
sound, if instead of confining it to a few big cities' we would have a 
hundred different cities. 

Mr. Allen. I mentioned the packing houses because that is thought 
to be an economic operation; that is, from the standpoint of their 
stockholders. I do not know anything about the packing houses 
and do not want to get off on that subject. 

Now, I want to finish. I think we have shown that the law does 
produce increased production ; that it is an advantage to the farmer, 
the producer, the man on the farm ; that excess profits have not been 
shewn; that is to say, we have disproved that element. And the 
limitation with reference to loans has been thoroughly taken care of 
by the Farm Loan Board, and, if thought wise by your body, we have 
no objection whatever to enlarging their powers. In fact, Tre think 
they ought to have more power, and that they should be given the 
power to limit the number of banks and whatever they seem to think 
is wise for the promotion of the purpose of this act. 

Now, then, on the question of whether or not we have done the 
thing which the law presumed we would do, and whether we have 
functioned, I want to say this, that I believe you men will have to 
come to the conclusion that we have fully carried out the spirit and 
purpose of the act, that we have actually carried the money from the 
investor to the men that needed it on the farm, at a reasonable cost, 
and at as low a cost as was possible to carry it. 

I think, further, you will have to admit we have been able to show 
increased production, and that we have given the farmers the tools 
with which to do the business of farming in a way they never had 
the opportunity to do before. We have cheapened the interest rate 
from a 5f rate — that is, the net rate of record — ^which carries with it 
in every case a commission, which would run the rate considerably 
over 6 to a 10| per cent rate in many States — reduced it all to 6, so 
we have benefited in the matter of interest at a great rate, the ques- 
tion of the cost of money to the farmer. 

And we have given the fellow out in the farther districts the best 
and the cheaper interest rates. We have also functioned in the mat- 
ter of Government depositaries, which this law stated it was intended 
to do, and we have also assisted the Government in the matter of 
financing its own business at a time when practically the commercial 
interests and others were dumping their produce upon the markets. 
We have actually financed this Government to the extent of $12,700,- 
000 — not a large sum, we will admit, but a goodly sum for the num- 
ber of banks that are in the business. 

In addition to that we have carried and purchased for the Govern- 
ment at various times during the course of our organization Govern- 
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ment certificates and other evidences of indebtedness of the Govern- 
ment. 

So that upon every point we have functioned under the law within 
the spirit of the act as it was enacted by you men. 

Now, to come to our position here, we were invited by you into the 
""siiiess. We assembled our capital. We proceeded to do business. 
We have made loans and have sold the bonds. We have gone out in 
our various communities and States to the borrowers under the as- 
sumption that we were going to be permitted to do the business for 
which we supposed we were intended, and we have asked the bor- 
rowers for the privilege of making their loans and furnishing the 
money. We have had those loans inspected by the Government ap- 
praisers appointed by the machinery of the' Government and the 
Government's own viewers or appraisers, and they have appraised 
the lands. We have submitted those applications to your board at 
Washington here, and that board has approved the loans to the ex- 
tent of $54,000,000, and we in every sense of moral obligation are 
bound to complete those loans between now and a reasonable time 
this spring. 

Now, gentlemen, I want to submit that I do not believe it is in your 
minds and within your thoughts to do what the Smoot bill proposes 
to do, namely, to put us out of business, without permitting us to 
take care of the obligations we have assumed. 

Senator Gronna. You say $54,000,000. That includes all the 29 
banks organized? 

Mr. Allen. That was up to a certain time. We are receiving 
applications every day, and I do not know what those figures might 
be now. 

Not only that, gentlemen, but we were led to believe when we 
went into this business that we would be permitted to loan up to 
15 times our capital. Many of our banks are young and have not 
made over two or three thousand dollars in loans. As far as our 
own bank is concerned, we are about $10,000 behind up to the present 
time, not counting the money invested in the business. 

I want to submit to you that I do not believe that it is within 
your hearts to pass the Smoot bill. I do not believe you thoroughly 
understood the situation when you recommended the bill for pas- 
sage, because I know after talking with some of you and with Sen- 
ator Smoot himself that it is yovir purpose to permit us at least 
to carry out the law to the extent we were led to go into the busi- 
ness. I believe that. 

I want to be able to go back home to my directors and say to them, 
if I may, that this committee has ordered the recall of that bill, that 
you are at least willing to permit us to go ahead and finish up the 
business which we have on, and hope for the good of the country 
and the general welfare — not ourselves, because the question of who 
loans this money as far as the Government is concerned is a matter 
of little importance — ^but for the good of the country and its future 
welfare and the maintenance of the fertility of our soil and the. 
growth and development of agriculture, we hope that you will not 
disturb the law as it now is further than to strengthen it. I thank 
you. 
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The Chairman. We will have to discontinue now, as it is 12 
o'clock. 

Mr. FiNLET. Mr. Chairman, that is all the speakers we have from 
our association, but I notice a couple of farmers here who are actual 
applicants, and we would be glad if you could hear them. 

Senator Geonna. I can not see any reason why a farmer should 
not be heard as well as a banker. 

Senator Noeeis. I suggest that we adjourn until to-morrow morn- 
ing and hear them then. 

The Chaieman. The committee, without objection, will adjourn 
until to-morrow morning at 10 o'clock. 
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TUESDAY, JANUARY 13, 1920. 

United States Senate, 
Committee on Banking and Cueeency, 

Washington, D. C. 
The committee met at 10 o'clock a. m., pursuant to adjournment. 
Senator George P. McLean presiding. 

Present: Senators McLean (chairman), Gronna, and Norris. 
Mr. FiNLEY. Mr. Chairman, when we adjourned yesterday, there 
were two farmers here, both of whom are interested in this pending 
matter, and I suggested to the committee that they perhaps might 
want to question them, and tbe committee was gracious enough to 
extend this hearing until to-day in order to hear them. Only one 
of those gentlemen is here this morning, Mr. Lewis, of Virginia, 
and we would be glad if the committee would hear him now. 
The Chairman. We will be glad to hear him. 

STATEMENT OP MR. R. C. LEWIS, OF FAIRFAX, VA. 

Mr. Lewis. Mr. Chairman and gentlemen, I hope you will pardon 
my voice this morning, as I am rather hoarse. 

I do not know that I have a very long story to tell. In fact, I 
did not expect to do any more than look on and listen here ; but Mr. 
Finley suggested that, being one of the farmers interested in the 
pending matter, I give you, as well as I can, the farmers' viewpoint 
as I see it. 

I am a farmer in a near-by county here in Virginia, with a farm 
of 650 acres of ordinary Virginia land. I had a loan on the place 
of $15,000 

Senator Geonna. Before you proceed with that, let me ask you 
this : Do you make farming your business altogether ? 

Mr. Lewis. Well, not altogether. I am an attorney, with a very 
small practice. 

Senator Geonna. What I would like to know is whether you are 
a practical farmer? 

Mr. Lewis. Yes; I was bom and raised on a farm and I live on 
and operate my farm at the present time. 

Senator Geonna. You do not make that your business altogether, 
though ? 

Mr. Lewis. Not altogether. I may say, however, that my larger 
income is from the farm than from anything else. 

Senator Noeeis. Where is your oflSce? 

8S 
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Mr. Lewis. I have a little business in Fairfax and am associated 
with a firm here in Washington. I have only recently left the De- 
partment of Justice. I was an attorney in the Department of Jus- 
tice until about a year ago. Now, I have left them permanently, and 
am only beginning to resume the practice which I had before I went 
in the office. 

Senator Noeeis. Does your family live on the farm? 

Mr. Lewis. Yes ; except in the winter time. 

Senator Noeris. How far from Fairfax is your farm ? 

Mr. Lewis. About 6 miles from Fairfax Court House on the 
Warrenton Pike, going south. 

Senator Norris. What proportion of your farm is cultivated? 

Mr. Lewis. About 400 acres cleared. We have a part of it in 
pasture and grass land and have a small diary. The larger part, 
however, is cultivated. . We grow corn and wheat and have some 
beef cattle and hogs and a small dairy. 

Senator Noeris. Where is your market for your cattle? 

Mr. Lewis. We ship both to Baltimore and Lancaster. Lancaster 
is the better market. Baltimore is the worst beef market that we 
come in contact with. 

Senator Norris. Do you raise hogs, too? 

Mr. Lewis. Yes, sir. 

Senator Norris. Do you ship them to the same place ? 

Mr. Lewis. Yes ; we ship them to Baltimore. Baltimore is a good 
hog market. 

Senator Noeeis. All right. You may proceed. 

Mr. Lewis. I made application, as soon as I knew the Richmond 
joint-stock bank was in operation, to that bank for a loan. I started 
to say that my present loan on the place is $15,000. I have now paid 
off $3,000 on it. I wanted to refund that loan and build a modern 
barns. I had a fire this last summer, and it burned one of my barns 
and part of the wheat crop while they were thrashing — the thrasher 
set it afire. I wanted to build a modern barn and increase my dairy. 

It is practically impossible, or has been, to get a farm loan in 
Virginia. I have known of cases where one friend has lent to 
another ; but, generally speaking, it is impossible to get a farm loan. 
But, in case you do succeed in negotiating a loan, you have to go 
through a bank or a mortgage-loan company, or an attorney, and 
pay 5 per cent commission to the party who obtains the loan; and 
the loan is only good for from three to five years. 

Well, this loan I speak of cost me $750 commission, besides the 
expense of examining title and other expenses. I figured out that 
I would save at least one-half of 1 per cent per year by getting the 
loan from the joint-stock land bank. I would pay back the loan and 
the interest through the joint-stock land bank at a less cost by more 
than one-half of 1 per cent than the interest alone, the carrying 
charge and interest alone on the present loan. The 5 per cent com- 
mission and other expenses which are always added on a loan run- 
ning only three years brings our interest in Virginia to over 7^ 
per cent. 

Well, my application was held up. I received a letter from the 
bank stating that nothing could be done on any of these applications 
until the pending bill, or Senator Smoot's bill, was disposed of; and 
that is my reason for appearing here. 
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It has been said that there are other ways to take care of the 
larger farmer; and if there are such ways we are entirely un- 
acquainted with them in the South and Southwest. I am familiar 
with the conditions in the Southwest, and I know we are paying all 
the way from 6 to 10 per cent for farm loans, in addition to com- 
missions. In Georgia, where I have friends, they have a system of 
going to a bank to apply for a loan ; and they will say, " We can not 
loan on farm lands, but there is a gentleman upstairs who may be 
able to_ accommodate you." And so through a system of that kind, 
this third party, who is in a position to satisfy the bank as to his 
financial standing, will get the money from the bank and then loan 
it to the farmer; and charge the farmer 10 per cent, besides other 
commissions, and keep him in a financial condition where he never 
gets out of debt. Still, all the time that is the bank's money that is 
being used. 

Senator Noeris. How do they do that? I would like to have you 
explain how the bank uses its money for that, and does not violate 
the law. 

Mr. Lewis. Well, the man who borrows the money from the bank, 
does it in the regular way ; and then he lends it in turn to the farmer. 

Senator Norris. He lends it out to the farmer at a higher rate of 
interest ? 

Mr. Lewis. Yes. And then, of course, there is a renewal of the 
note when it comes due. 

Senator Noeris. Can you tell the committee whether the bank, in 
handling this kind of paper uses it the same as they do commercial 
paper, for instance, do they send that in to the Federal reserve bank 
and get currency on it? 

Mr. Lewis. I have no information on that, but my belief is that 
it is used just the same way. I do not believe it would be used any 
other way. 

Senator Norris. I should think that would be a violation of the 
law. 

The Chairman. It is probably accommodation paper, subject to 
renewals, I should think, and I do not believe it would be eligible 
to be rediscounted. 

Senator Norris. I do not think under the law that it would, but 
I was wondering whether they do not do it that way just the same. 

Mr. Finlet. a good many of those banks are not in the' Federal 
reserve. 

Senator Noeris. Was this particular bank a national bank? 

Mr. Lewis. Yes. But in this particular instance, that was before 
the Federal reserve system was in force. I have no personal knowl- 
edge of how that is worked, but I understand that is the way it is 
done, and even in my own county and adjoining counties persons 
who have connections with the banks always have money to lend, and 
it is my understanding that they have sufficient financial backing 

Senator Norris (interposing). Do you understand that if you get 
a loan that way, that that man keeps the note in his possession him- 
self all the time? .^ , ,^ 

Mr. Lewis. No, sir; I do not. O course, I will not be able to say 
that positively, but my understanding is that he puts it into the 
bank, and when it matures he renews if. 
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Senator Noeris. But I mean his 5-year note he gets from the 
farmer ; what does he do with that ? 

Mr. Lewis. He uses that as collateral to obtain further funds, I 
suppose. 

Senator Gronna. When you agree to pay, say, 6 per cent, as a 
matter of fact, do you not sign up, say, one note at 5 per cent and an- 
other for the balance at 6 per cent? I think the way it works out is 
in this manner — ^I know that is the way it works in my State, in the 
West : this attorney you speak of may be an agent for some insurance 
company, and he will make a note for whatever his profit is, and, 
of course, he keeps that. That is the only note he keeps. And the 
other note, the mortgage, he sells to this corporation, whether it be 
an insurance company or some other loaning corporation. That is 
the way those real estate firms generally operate. 

Senator Norris. Yes; that is the way they do in the West. But 
the way this gentleman has outlined it, they have a different system. 

Mr. Lewis. Yes; I have heard of such a system, but I do not 
know that we 

Senator Gronna (interposing) . Well, in giving your security, did 
you sign a note for the full amount ? 

Mr. Lewis. Oh, yes ; I signed a note for the full amount. In tny 
particular case 

Senator Gronna (interposing). Just one note? 

Mr. Lewis. In my particular case. 

That does not apply in the case of my loan on my farm; the 
loans came from one of our Virginia colleges. But, m that case, 
the attorney acting for them insisted on a full 5 per cent commission 
to him ; and that was deducted out of the cash before the cash was 
paid over. 

Senator Gronna. So that is all it cost you ; 5 per cent ? 

Mr. Lewis. Five per cent commission ; yes, sir. 

Senator Gronna. And that you had to pay in cash? 

Mr. Lewis. Yes; that is deducted before you get the balance of 
your funds. 

Senator Gronna. How long have you had this farm ? 

Mr. Lewis. This particular farm I bought in 1917; the summer 
of 1917. 

Senator Gronna. How much did you pay for it ? 

Mr. Lewis. $35,000. 

Senator Gronna. And you want to borrow how much on it? 

Mr. Lewis. I want to borrow $16,000 at the present time on it. I 
consider I have improved it to the extent of $5,000, and land values 
have increased here 50 per cent in the last three years. 

Senator Gronna. That would be a first mortgage, of course ; that 
$16,000? 

Mr. Lewis. Yes. 

Senator Gronna. That is all that there is against the farm? 

Mr. Lewis. Yes. ' 

Now, if the committee please, there are one or two points, it 
seems to me, that ought to be mentioned in connection with this 
argument which has been made in favor of this bill. It does not 
seem to me to have been very strongly stressed. 

One is the argument that the joint stock land banks are not needed 
at the present time. It seems to me! they are needed now even more 
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than the other part of the system. What we need now in the coun- 
try IS more food. The small farmer in the East, who has a loan of 
two, or three, or four thousand dollars, has a farm that produces 
very little in excess of what is consumed on the farm and in the 
immediate neighborhood, and among the small landholders, the 
neighboring villages, he sells butter and eggs and a few hogs he 
raises and an occasional beef, and that buys his groceries and clothes, 
and that is about all he has to sell, while the larger farmer grows 
cattle and wheat and hogs, in carload lots, and he is the only man 
who can supply an excess of food products, and if he is given capital 
on which to operate, he can greatly increase the food supply of the 
country. 

It seems to me that although this act is called a subsidy in favor 
of the farmer, at the present time ite most important function is to 
increase the production of food in the country. 

Senator Geonna. Do you not think that most of the grain in the 
United States is raised by small farmers ? 

Mr. Lewis. Taking the aggregate, I suppose it is ; but that applies 
to the grain growing country, where their only output is grain. In 
the East, where we have diversified farming, the small farmer pro- 
duces very little which goes off his farm. 

Senator Geonna. Do you not think, as a matter of fact, that it 
would increase production in that case if you were to put, say, four 
farmers on the farm instead of having only one there ? Do you not 
think there would be more grain raised, and more stock raised, pos- 
sibly, with four on a certain tract of land, rather than one farmer ? 

Mr. Lewis. You mean to put more men on the small farms ? 

Senator Geonna. I mean, suppose you divide your farm up into 
four parts and put four families there instead of one. 

Mr. Lewis. No. That would decrease the excess of food raised, 
which would be available to go to the cities, because each one of 
those four families would have to be supplied, and their horses and 
stock would have to be fed ; and when you supply the stock which is 
necessary to support a family you have very little left to give out. 

Senator Noeeis. In that case, taking the country as a whole, those 
four farmers would probably come from the cities, would they not, 
and decrease the city population to that extent, and, of course, the 
farming population would be increased to that extent, and would 
not that be a good thing ? 

Mr. Lewis. Yes; it would. It would be a good thing to do, of 
course, in one way. 

Senator Ge9nna. All these people must be fed, of course, no 
matter where they are, whether they are on the farm or somewhere 
else ; these same people have to be fed, wherever they are. 

Senator Noeeis. And would it not be a help to the country as a 
whole if they fed themselves on the farm rather than lived in the 
city and had to be fed by somebody else ? 

Mr. Lewis. Yes. I am not saying a word against the other fea- 
tures of the land banks ; I think it is an important thing, and if we 
could extend that, and administer that law so as to be more attractive 
to the people, I think you would get more small farmers on the 
land. The way it has been administered in our county, the farmers 
are greatly disappointed. 



94 EXEMPTIOBT OF FEDEEAL FAEM LOAN BONDS FBOM TAXATION. 

Senator Geonna. Well, really, is not that the important function 
of this law— to get the little fellow on the farm, get him away from 
the city and get him on the farm ? 

Mr. Lewis. Yes ; I regard that as one of the important functions of 
the law. 

Senator Geonna. And the joint-stock land banks encourage large 
holdings, which we never have considered beneficial, even to our 
States. 

Mr. Lewis. Well, I do not see how they can encourage large hold- 
ings, if it is required that the farmer live on and operate his farm; 
I do not see how that can encourage large holdings ; I do not believe 
it would encourage very many men who could obtain that amount 
of capital. 

Senator Geonna. We will not say it is wild speculation; it is an 
honest business, of course, but in reality is it not speculation, at 
least to some extent, for a man to buy farm lands more than he can 
pay for and perhaps more than he can operate himself ? 

Mr. Lewis. Yes, sir; that would be speculation; but I do not see 
that that follows from this act at all. I think there is a misappre- 
hension as to the number of large and small farmers throughout the 
country. Our farms in the East, or in the southern section, at 
least, are small around the larger cities, but when you get back — ^my 
farm is only 20 miles back, and in that section farms run from 100 
acres to 600 or 700 or 1,000 acres ; and there is a small percentage of 
them who would want a loan of less than $10,000. 

Seilator Geonna. Do you think you would have any difficulty in 
getting money, say on a farm the value of yours ? You paid $35,000 
for it m 1917, and it is probably worth more than that now, and you 
only want about 50 per cent of what you paid for it in the way of a 
loan. Now, do you think you would have any difficulty in borrowing 
that much money on your farm right here in the city of Washington! 

Mr. Lewis. Yes; I have tried that. You can not get a dollar on 
land like that in this city ; you can not borrow on farms in Virginia. 
I have tried that not only for myself, but for others, as attorney. 

The Chairman. What is the reason for that ? 

Mr. Lewis. Various reasons. One reason they generally give is 
that they are unacquainted with the Virginia titles ; they do not want 
to take any chance on them. 

The Chaieman. Has farming been very profitable in Virginia for 
some years, before the last two or three years, I mean ? 

Mr. Lewis. No; it has not been profitable. It is a gamble to a 
large extent, unless you get good prices. « 

The Chairman. Was your farm run down when you purchased it, 
or did it consist of two or three farms put together ? 

Mr. Lewis. No, sir. 

The Chairman. Was it pretty well run down when you pur- 
chased it ? 

Mr. Lewis. I can not say it was badly run down, but it was the 
ordinary Virginia farm lands. 

The Chairman. How many head of cattle were there on it when 
you bought it? 

Mr. Lewis. They claim, I think, there were 100 head on it. 

The Chairman. How many ought it to sustain? 
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Mr. Lewis. Well, if it was in a proper state of cultivation it ought 
to sustain 200 beef cattle. I have, including sheep and hogs, 250 
head there now. 

The Chairman. You bought it expecting to make a dollar? 

Mr. Lewis. Well, I bought it because I am a lover of farming. I 
was raised on a farm, and I can not get on without a farm. If I 
sell a farm I buy another one right away. 

The Chairman. That is about my fix. I enjoy farming, and I 
would like to make a dollar; but there are difficulties in the way. 

Mr. Lewis. There certainly are. 

The Chairman. Unless you keep pretty close to the plow your- 
self. I fancy you expect to make a profit on this farm as well jis 
derive a great deal of pleasure out of it? 

Mr. Lewis. Yes, sir. 

The Chairman. And you say that land has appreciated in value 
considerably since you purchased it? 

Mr. Lewis. Yes; according to the other lands that have been 
sold in the county, I would say it has appreciated to a considerable 
extent in value. 

Senator Gronna. How much is it worth now ? 

Mr. Lewis. That would be a mere estimate, of course. 

Senator Gronna. I understand that. 

Mr. Lewis. I think it has increased anywhere from 25 to 50 per 
cent, according to the present land values. I do not say that this 
rise which has been felt will continue, of course. 

The Chairman. Then, as a commercial proposition, you are where 
you can pay a fair rate of interest, and in competition with men en- 
gaged in other lines of business, are you not ? You bought this prop- 
erty and the land has appreciated $25 or $50 an acre, and you say 
there is 600 acres of it. 

There is no reason why you should expect a subsidy from the 
Government, is there, under the circumstances ? 

Mr. Lewis. Well, I think there is, sir. Practically every other line 
of industry is subsidized by the national-bank act. 

The Chairman. What do you mean by that ? 

Mr. Lewis. The national bank has a practical subsidy in its circu- 
lation, and all commercial interests are enabled to get loans through 
the banks, while the farmer is not. 

Senator Gronna. I do not think you can sustain that argument, 
that the national bank has a subsidy. You mean on the issuance of 
currency ? 

Mr. Lewis. Yes. 

Senator Gronna. You know the national bank has to part with its 
own money ; they have to buy their bonds before they can issue cur- 
rency. I can not see how you can construe that as a subsidy. 

Mr. Lewis. It certainly amounts to that. The bank puts up its 
money for these bonds, but it gets interest on those bonds. 

Senator Gronna. Let me tell you there is a loss to a national bank 
on the issuance of currency, because often the national banks have 
been compelled to pay a big premium on the bonds that they have 
to buy, and that premium has to be charged off. 
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Mr. Lewis. I am not speaking on my own knowledge of that mat- 
ter, but I am speaking 

Senator Geonna. I know that is argued, but I do not think it can 
be sustained. 

Mr. Lewis. You are taking issue with Mr. Vanderlip and other 
great bankers when you say that. They have figured it and have 
shown the profit the national bank takes on its circulation. 

Senator Gbonna. I would be very glad to have that statement 
from Mr. Vanderlip. 

Mr. Lewis. Mr. Vanderlip is the author of 

Senator Gronna (interposing). I have not been able to find that 
anywhere, to show that a profit is made on circulation. 

Senator Noeeis. I think it would depend, whether you made a 
profit, on how much the bank was able to loan its money for in the 
community where it did business. 

Mr. Lewis. Figuring on a basis of 6 per cent, Mr. Vanderlip fig- 
ures out the profits on circulation issued on the various Government 
bonds. 

Senator Geonna. Well, I do not want to go into that. But what 
difference does it make, if I start a bank with $100,000 capital, I have 
to part with $100,000 before I can issue that currency. Now, what 
difference does it make whether I loan my own money without cir- 
culation, or whether I loan it in the first instance? 

Mr. Lewis. It makes this difference : You are getting interest on 
your Government bonds and you are getting interest on the circula- 
tion you issue against those bonds. 

Senator Geonna. As a rule you buy 2 per cent bonds. 

Mr. Lewis. And the tax on your circulation 

Senator Geonna. And you have to pay a large premium to get 
yonr bonds. 

Mr. Lewis. Yes; you do. 

Senator Noeeis. But you only pay that once. 

The Chaieman. Well, if there is anything there in the way of a 
subsidy, it is wrong and unjustifiable ; I will concede that. But you 
can not properly argue that we should perpetuate another wrong, 
to start another series of corporations on the way to increase and 
multiply, until we segregate another large aggregation of capital 
that is exempt from taxation. That is the point. It is a question 
not only as to whether we had better stop this proceeding but 
whether there may not be others that ought to be investigated and 
stopped. 

Mr. Lewis. Well, it seems to me that this is the only time that 
the farmers ever have had any help 

The Chaieman. Our sympathies are all with the farmers — ^there 
is no doubt about that — ^but it is a question of how far we are justi- 
fied in going into the Federal Treasury to grant gratuities to any 
particular class. 

Senator Geonna. That is the whole point. 

The Chaieman. If it is done in another instance, it ought to be 
stopped. 

Mr. Lewis. I do not say it is justified at all times 

The Chairman. We are willing to give the farmer every advan- 
tage possible, and that is why we enacted this law. 
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Mr. Lewis. And before it gets in operation- 



_ The Chairman (interposing). But it seemed to Congress at that 
time that the $10,000 limit was as far as we would be justified in 
.gomg, and at that time it was entirely satisfactory to the agricultural 
interests, and we did not anticipate this application of the joint- 
stock land-bank law which has grown up ; and these banks are in- 
creasing very rapidly.' They are not making very much money now, 
butthat could not be expected, becjiuse they are in their infancy. A 
national bank does not expect to make any money for the first year 
or two. If they can pay their overhead charges they are satisfied. 
And some of these banks that have been going two or three years are 
making a lot of money, and there is no reason why all of them will 
not. Our information is that they will be extremely popular and 
increase very rapidly, and that something ought to be done; that 
■Congress ought to exercise discretion in this matter and not permit, 
as I have said, large aggregations of capital to grow up here that 
bear no share in the public burdens when we are needing four or five 
billion dollars a year to pay current expenses. 

Mr. Lewis. May I give you my thought on that line ? 

The Chairman. Yes ; I would be glad to have it. 

Mr. Lewis. It is a fact that that will reduce the Government's 
revenue to that amount, 4 per cent, I believe, of our income tax from 
interest, and of that 4 per 'cent joint stock land bank bonds would 
make a still smaller amount, a very small amount, compared to the 
total. Well, I am positive, from my knowledge of farming, that, if 
you can give the farmer with larger means enough money to operate 
on successfully, that he will pay to the Government in income taxes 
an amount greatly in excess, in increased income taxes, the losses 
which the Government sustains in exempting these bonds. In my 
own case I can see where I would 

The Chairman. But when you get there you assume that this man 
is going to make money? 

Mr. Lewis. Yes, you would help him make money. 

The Chairman. He is getting up into the $5,000 or $10,000 a year, 
class, if he is going to contribute much in the way of an income tax, 
and when he gets there, why should he expect to get his money, bor- 
row is money, under a system that frees it from the burden of tax- 
ation ? 

Mr. Lewis. Well, when he gets there, that is all you do for him ; 
when the loan is paid off, that farmer is in a position then to 

The Chairman. Then he would keep at it ; it would be a profitable 
speculation with him, when he gets up there. 

Mr. Lewis. I do not see how he would, if you would limit it 

The Chairman. In the East, in New England, of course they have 
the savings banks to go to; but they are taking advantage of the 
$10,000 limit under the farm loan associations to some extent; but 
they are encouraging all kinds of cooperative associations, sort of 
mutual companies, where they can segregate capital, mortgage com- 
panies, especially in the building and loan line. I see there was one 
organized in my State the other day to provide funds for building 
homes for poor' mechanics, and working this out themselves on their 
■own initiative and upon their own responsibility, taking their 
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98 EXEMPTION OP FEDERAL FARM LOAN BONDS FROM TAXATION. 

chances with the farmer and the other classes, and it is a thing to en- 
courage, it seems to me. 

Mr. Lewis. I agree with you ; yes, sir. 

The Chairman. And I should think that the rise in value of the- 
land in the South— I know in the tobacco sections it is reported that 
they are making lots of money 

Mr. Leavis. Well, I believe they are in tobacco and cotton, they are- 
making much more money. -^ 

The Chairman. Do you raise tobacco? 

Mr. Lewis. No, sir; we do not raise any tobacco. 

The Chairman. As soon as an agricultural section gets up where- 
the farmers are making money, so that they can pay an income tax,. 
I do not believe that many of them would ask for Government sub- 
sidies. 

Mr. Lewis. I do not think they would either, but if it will just, 
help them to get to that point, I think they will be satisfied. 

The Chairman. Well, that is what we have done. We have gone 
outside of anything the Government has ever done for anyone in 
this act, as it stands to-day, limiting it to the farm loan associations.. 

Mr. Lewis. There is a change there, in regard to that amount,, 
which has not been mentioned, as I remember. 

At the time this act was passed, the amount necessary for a farmer 
to operate on was much smaller than it is at the present time. 

The Chairman. Yes ; but that has all resulted — that is caused by 
the increase in the value of farms. It requires more money, because 
land values have doubled and trebled and quadrupled in many sec- 
tions of this country. Now, who has gotten the benefit of that rise- 
in the value of land? Has not the farmer gotten it? 

Mr. Lewis. My experience has not been that way. My experience- 
is it requires more money, because it costs 100 per cent more to buy 
your binders and your farm machinery and your stock. We have- 
to pay now $100 for a cow that we used to get for $50. 

The Chairman. True; but somebody owns this land, and it has- 
' doubled in value, and now the owner comes here and says that, be- 
cause of the increase in the value of his land he has to have more- 
accommodations, when he wants to borrow. 

Mr. Lewis. Well, that is not our reason. 

The Chairman. If a farm that was worth $10,000 several years, 
ago is to-day worth $30,000, the owner of that land has there an 
.unearned increment of $20,000. 

Mr. Lewis. Well, if I had that increase I would be tempted to- 
sell. 

The Chairman. That is just what they are doing, and then they 
want to borrow money from the Government to buy more land, ta 
do the same thing. At least, I assume that is what they are doing. 
That is what I would do under the same circumstances. 

Mr. Lewis. But, still, there seem to be more people in the cities. 
The Chairman. As Senator Gronna said, we want to invite the 
people to come from the cities on to the farms, where they will pro- 
duce a little surplus of food, and if you will let the big fellows con- 
trol, the little fellows vsdll not have a chance, and it is the little- 
fellow we want to encourage, to get him back to the land. 

Mr. Lewis. I think you also ought to encourage the larger farmer^ 
in order to increase the production of food. 
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: The Chairman. "Well, within reason, yes; but if he is making 
money, it seems to me he ought to be willing to pay proper rates, if 
he wants to borrow. 

Mr. Lewis. Conditions are such now that the people are, leaving 
the farms. There are less farmers now than when the war started. 
The cities are full of people who can not get houses, but in the 
country there is no trouble in finding plenty of empty houses. 

The Chairman. They tell me that in Senator Norris's State, for 
instance, that farmers have made so much money that they have 
gone to cities to live on their incomes, and that is tha reason that 
the cities are congested. 

We are glad to hear from you ; and we do not ask these questions 
in any spirit of criticism or opposition. We want to do the right 
thing, and we have all classes to consider. 

Mr. Lewis. Thank you, sir. 

Mr. FiNLEY. I want to get it perfectly clear about the practice that 
the Senator asks about in regard to these loans through the banks. 
In a good many sections before this act, and to a certain extent yet, 
a farmer would go to a local State bank and would ask for a loan 
and would be told that they did not want to tie up their money that 
long, say from three to five years, but that a certain party we will 
call an agent had money to loan. So he goes over to this agent, as we 
will call him, and applies to him, and he loans him the money, 
at, say, 6 or 7 per cent, and takes the mortgage — the note and the 
mortgage. And then he goes back to the bank and gives his indi- 
vidual note, and puts either that up, or some other collateral, and 
takes the money back to the farmer, and his profit is taken out then 
and there, in sometimes a 10 per cent commission and sometimes 
more. 

Senator Gronna. Of course, this man could not continue that very 
long, because, I presume, the State banks in your country are like 
State banks ordinarily, that there is a limit to the amount that could 
be loaned, and this one man could not continue that very long. 

Mr. Lewis. Certainly ; they are limited as to amount. But when- 
ever this agent's note falls due, of course, he can renew it. 

Senator Gronna. Yes; but the aggregate amount that can be 
loaned to any individual in most States is not to exceed 15 and the 
limit is 20 per cent 

Mr. FiNLEY. I am not si^eaking of the amount that is loaned to 
any individual borrower that way, but the practice. 

Senator Norris. Well, Senator Gronna is speaking of the agent. 
If he had to borrow the money of the bank and comply with the 
banking rules he would not make many loans until the bank would 
say, " We can not loan you any more money ; you are up to the limit." 

Mr. FiNLET. Yes ; there are a good many banks that he can deal 
through. There are certain limits, of course. 

In view of the statements made by the chairman about helping the 
little farmer and about being willing to have a subsidy for the little 
farmer I would like to say one word and then ask you to hear Mr. 
Howard, of Des Moines. The act now is attacked as ?lass legislation, 
and it seems to me if you confine it to the small producer it is even 
more vulnerable. 

Senator Gronna. I hardly think it is fair to say it is made for the 
small farmer. I think it is fair to say that there is a limit on the 
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amount to be had by anybody, whether he is a small farmer or a big 
farmer. 

Mr. FiNLEY. Well, that is the practical result of it, is it not? 
And it does seem to me that the justification for the act must rest on 
the broad public policy of aid to agriculture, in return for the aid 
of agriculture to the Nation; that this act can not be defended on 
any other ground. If you take the small man and help him, our 
sympathies are "with him ; but if you stop him just when he is becom- 
ing the most efficient producer, then I think you are making a mistake. 

There is one point that I can not agree with Mr. Lewis about, or 
with the Senator, and that is in his particular case that for the 
purposes of this act it would be better if he had four or five families 
on that particular farm, rather than one good man. If you have 
one efficient farmer, there will be less food consumed on the farm 
and more food produced. Operating a larger unit, and operating it 
with sufficient capital to make that operation efficient in every way, 
as we see it, you would reach to the heart of this act. 

Senator Noeeis. Now, Mr. Finley, the model condition, as I think 
is admitted by everybody, would be to have every man own the farm 
that he tills. If, however, you have the country divided up into big 
farms, that can not be done ; that farmer has to hire help, the work 
has to be done by hired men, and the owner of the farm himself and 
his family do less in proportion to the entire amount that is done on 
the farm than if the farms are smaller in area. All the people must 
be fed, wherever they are found. If they go out on to the farms 
and feed themselves, it is better than if they stay in the cities and 
have to have their food sent in to them from the big farms. I am 
not finding fault with the big farmer; I would be glad to be one 
myself. I am not complaining of this man who has the 600-acre 
farm. At the same time, taking the country as a whole, I think it 
would be better to have two families on that farm, or four, if the 
condition of the soil is such- that they could make money living on 
it, rather than to have only one. 

Now, speaking of the country as a whole, taking a broad view of 
it, it seems to me that your contention tends toward — and the joint 
stock land bank contention is, first, large farms, where a lot of hired 
lielp must be had, as against the small farmer, whete little help is 
hired and the farmers do their own work, 

Mr. Finley. I can not agree with you for this reason : Relatively, 
per acre, it takes, on an efficient, well-managed farm, less labor, 
because it is usually a machine proposition. Our problem is not 
simply to feed our people. Our problem, when this act was passed — 
it was tending that way, because at one time in this country manu- 
facturing interests were very small and farming predominated— and 
you know the national policy that was established to restore the 
balance. And now the tendency is the other way, and the problem 
is not so much to get the city man back on the farm — ^because nine 
times out of ten he will not succeed on the farm — ^but the problem is 
to keep the man on the farm. And the next problem is not only to 
feed the man on the farm and to feed the man in the city but, more 
than ever, to have an exportable surplus ; and if we want efficiency 
in that production and it goes back, as we see it, to a large production 
as an aid to the entire Nation. 



EXEMPTIOK OF FEDERAL FAKM LOAN BONDS FROM TAXATION. 101 

T ^^-^^ T^^^ ^^^ ®P®^^ °^ *^® speculation, and it getting too large, 
^KA nnn • ^* ■* $50,000 in some sections may promote that, but 
*50,000 IS not going to prevent very much speculation in Iowa, and 
where the efficient farming is found. 

A great deal has been said about the corn belt losing population. 
Has it lost any in production ? Some people have moved away from 
that section, but they have bought more machinery, the men who 
have remained ; and they have tilled that land, and they are operat- 
ing with more machine power, less man power, and they are produc- 
ing more than they ever produced before. 

Now, the small man has ample opportunity in many other sections 
under this act, and we ask that you draw the dividing line here, 
help the farmer to produce, and if he is above the $10,000 class, do 
not stop until you reach the point where the amount is likely to pro- 
duce landlordism and speculation in land. 

Senator Nokeis. That is an indefinite line,- of course. There can 
be a great difference of opinion as to where it ought to be drawn. 

Mr. FiNLET. And, Senator, you can hardly draw that definitely 
here and fit all situations. 

Senator Noeeis. I admit that. The line that would be suitable, 
probably, in one section of the country might n'ot be suitable in 
another. 

Mr. FiNLET. Exactly. I have said more than I intended to, and 
I would now like you to hear Mr. Howard. 

STATEMENT OF ME. J. R. HOWARD, DES MOINES, IOWA. 

Mr. HowAED. My occupation is attorney at law. I was raised on 
a farm 20 miles south of Des Moines, Iowa, and lived there all my 
life until the last four years. 

You might say, like all country lawyers, I am more or less familiar 
with farming conditions. In our State I am of the opinion that it 
takes more money than you have been discussing to operate a farm 
in a practical way. Take the northern part of Iowa. A great deal 
of drainage work has been done there in the last few years and is 
being done now. More of it is coming down into the southern part 
of Iowa,. The drainage runs anywhere from a few dollars an acre, 
but as high as $1,600 and $2,000 to 40 acres, depending on the particu- 
lar case. It may run from a dollar an acre to $40 an acre. And if 
a farmer has land of that kind, in making a loan, if the drainage tax 
is waived and payable in installments, the amount of that drainage 
tax is taken off the total valuation of the farm in order to tax the 
loan below that. For instance, if there is a $2,000 drainage tax and 
the farm $10,000, the farm would be considered worth $8,000 for loan 
purposes. He has that first to contend with in the northern part of 
Iowa in purchasing land ; first the drainage tax, and that reduces the 
value of the land he can get the loan on. 

Now, then, if he wants to operate that farm, it is the usual prac- 
tice, perhaps he will get a loan of 40 per cent of the value, and then 
he will give a second lien of probably 15 per cent of the value of the 
farm, and the rest of it is probably furnished with capital that he 
already has, leaving him indebted somewhere from 50 to 60 or 65 
per cent of the value of his farm; and then he has practically no 
money for operating purposes. 
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Now, in Iowa a man can not farm and raise very many hogs and 
cattle on 80 acres of land ; and 80 acres of land in Iowa, on an aver- 
age, is probably now worth $16,000. If he got 50 per cent on his 
loan, he would probably have $8,000. He would come within your 
class then. 

Here is a publication put out by the Federal Land Bank of Hous- 
ton, Tex., under date of August, 1919, in which S. A. Linear, secre- 
tary of the Federal Land Bank of Houston, says : 

I mean the Federal land bank, which is authorized to make loans for only- 
certain specific agricultural purposes, and in amount not to exceed $10,000 to 
one person, are able to supply only about one-third of the loans required by 
and for agricultural development. 

Now, gentlemen, the fact is that in Iowa during the last year, and 
more, if it had not been for the Federal joint-stock land bank loans 
farmers in Iowa would have had practically no source of supply, 
owing to conditions. The life insurance companies were practically 
out of the loan market for the last year, owing to " flue " losses, to 
buy Government bonds and loan them to the policyholders, and 
practically all of the farmers — a large percentage of the farmers — 
in Iowa got their loans entirely through the joint-stock land Banks 
in Iowa. The insurance companies were unable to loan. The Con- 
necticut Mutual was making a few small loans through Iowa and 
the Union Central was making a few, but there were practically 
none. The volume had decreased, I should judge, at least 80 per 
cent. And conditions such as those, which arise from time to time, 
make institutions like a joint-stock land bank a valuable asset to a 
community. 

The figures, as I understand, indicate that the average loan of the 
joint-stock land banks is something in the neighborhood of $13,000. 
So that they are not trespassing, in a general way, upon the limits 
which the gentlemen have, except in particular instances, but they 
are enabled, whenever it is necessary, to furnish the capital to allow 
the farmer to successfully operate. 

I think that to pass this Smoot bill now, or to continue the fur- 
ther discussion of it, is bad for business conditions in Iowa, and per- 
haps in Nebraska. With the amount of real estate transfers which 
will be had in Iowa this year, they have, lots of them, written into 
their contracts that they will furnish joint-stock land bank loans — 
they will not be able to furnish them, and the volume of insurance 
money, while it is returning, is still not unlimited. And so it seems 
to me that a discussion of this subject at this time is very bad for 
business conditions. 

Before I left home one of the real estate dealers, who have sold 
$5,000,000 worth of Iowa lands last year, was in to see me three or 
four times in one week to know if I thought his customers were going 
to get the joint-stock land bank loans, and all I could tell him was 
simply that they would have to wait and see. ' 

Ajid consequently there is a great deal of uneasiness through Iowa 
and the adjoining States, where the joint-stock land banks are op- 
erating, by reason of this bill pending at the present time. If it was 
pending in the fall, when there was no spring settlement to be shortly 
anticipated, it would not much disturb business conditions, but right 
now it is actually disturbing business conditions. 
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-n.^'^v^^ gentlemen would pardon me for making a suggestion along 
thig line, I think that instead of discontinuing the joint-stock land 
banks I would limit the amount of the loan which they make to any- 
particular person to some specific sum. 

Senator Norris. What would you suggest? 

Mr. Howard. My personal idea of the matter is that $25,000 would 
be a reasonable average limit. I am speaking only for myself when 
I make that statement. And that I would limit the use of that along 
the line somewhat of the Federal land banks, but would give a little 
broader latitude in that, so that there would be no evasion or subter- 
fuge in can-ying out the law. 

Senator Norris. Be a little more specific there. What particular 
limitation do you mean now ? 

Mr. Howard. Well, I mean that I would loan to a farmer, whether 
he occupied the land himself or any member of his immediate family 
■occupied the farm. The farmer ought not to be driven to deed the 
land to his wife or deed it to his son in order to get a loan and then 
liave it deeded back. 

Senator Noeris. Well, do you think that is legal now? I under- 
stand that has been clone with the Farm Land Board with their con- 
sent, but do you not think that is a plain violation of the law ? 

Mr. Howard. That is what I was suggesting, that if you make 
some such limitation as this 

Senator Norris. In other words, yoii would make this violation 
legal by legalizing it ? 

Mr. Howard. It would not be a violation then. 

Senator Norris. I understand ; but they do it now and it is a viola- 
tion of the law. So as to prevent that from violating the law you 
would make that act legal; is that the idea? 

Mr. Howard. No; I would make that act for the reason that I 
believe it would be for the benefit of the country generally to include 
that in the act. 

The Chairmak. You mean let the husband have $25,000 and the 
wife $25,000 on the same property? 

Mr. Howard. Not on the same property, but on adjoining prop- 
erties, if necessary. I do not mean that, but I mean this : That if you 
owned 640 acres of land — four quarter-sections — and you occupied 
•one quarter-section and three of your sons occupied each of the other 
quarter-sections, which is frequently the case in Iowa, that I would 
make you a loan on the entire 640 acres, although you did not actually 
reside on but one quarter-section, so long as some immediate mem- 
ber of your family occupied thB rest of that land. 

The Chairman. You would make it in one loan? 

Mr. Howard. No ; I would make it in separate loans. 

The Chairman. So, if you should fix the limit as you suggest, he 
would be able to get $100,000? 

Mr. Howard. Yes, sir. 

The Chairman. Do you think the Government of the United 
^States ought to help any man who owns 640 acres of Iowa land by 
giving him a tax-free bond at this time, when we need money for 
the expenses of the Government so badly? 

Mr. Howard. As Mr. Finley suggested, I believe it is not the drag- 
ging of the people back to the land but the keeping of the, boy on 
the farm that counts. If you let the boy get away to the city, it is 
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not very often like this young gentleman that just preceded me — 
because he wants to get back to the farm — ^but if his folks are not 
able to buy the adjoining piece of land and put him on the farm, 
and keep him there, so he can work in a profitable way, he will not 
stay there; but if they are able to do that, of course he will be a 
farmer, and he will not be a clerk in the city. 

Senator Geonna. What is the situation in Iowa ? Has the popu- 
lation increased or decreased in recent years? 

Mr. Howard. I am under the impression that the population has 
slightly decreased. 

Senator Geonna. How about the holdings of land? Have land 
holdings increased or decreased? 

Mr. Howard. To a great extent, I would say that I do not believe- 
there has been a great deal of change. In the southern part of the- 
State I think the holdings have increased somewhat, but in the- 
northern part of the State, where it has been more newly developed,, 
enough new people have gone into those districts which have been 
properly drained so that I think the average is about 'the same. 

Senator Geokna. I have understood that the holdings had in- 
creased. 

Mr. Howard. I think it is so in the southern part of the State. 

I think that is all I have to say, gentlemen. 

The Chairman. Land values have gone up very rapidly in Iowa, 
recently, have they not? 

Mr. Howard. They have, sir. 

The Chairman. And has the number of farms increased, or haa 
the tendency been to concentrate ? 

Mr. Howard. I practically answered that question in reply to one' 
of Senator Norris's questions. 

In the southern part of the State the size of the holdings has in- 
creased, but in the northern part of the State I think they have 
decreased. 

The Chairman. You say you are an attorney ? 

Mr. Howard. Yes, sir. 

The Chairman. Are you counsel for loan associations there? 

Mr. Howard. I am the Government examiner of titles for three of 
the joint-stock land banks that operate in Des Moines, and more or 
less familiar with their business and applications that come in. 

The Chaieman. Then you are in a way counsel for the joint-stock 
land bank of Des Moines? 

Mr. HowAED. There are two joint-stock land banks in Des Moines,, 
the First Joint Stock Land Bank of Chicago, through St. Louis. I,, 
or the firm with which I am associated, am examiner of title for the- 
First Joint Stock Land Bank of. Chicago ; and, through the Federal 
Land Bank of Omaha, examiner of titles for the Des Moines Joint 
Stock Land Bank and the General Iowa Joint Stock Land Bank. 

The Chaieman. Then you are counsel or agent for three of th& 
joint-stock land banks? 

Mr. Howard. Yes, sir. 

The Chairman. That is all. 
_ Mr. FiNLEY. Gentlemen of the committee, we have no further tes- 
timony. 



EXEMPTION OP FEDERAL FARM LOAN BONDS FROM TAXATION, 105 

Mr. Ramset. Gentlemen, Senator McLean on Saturday asked a 
<luestion which in the rush of things was overlooked, I think, and 
it was a very pertinent question and should have been answered. 

He asked why the joint-stock land banks could not loan at 5^ 
per cent as well as the Federal land banks. The reason is that the 
Federal land banks are allowed to loan up to 20 times their cap- 
ital, while the joint-stock land banks are only allowed to loan 15 
times their capital. Therefore, you see, with the same overhead 
expense a Federal land bank with $250,000 capital can loan $5,000,000, 
while the joint-stock land bank can loan but $3,750,000 ;, and, as the 
profit on the busienss is 1 per cent per anum between the rate at 
which the bonds are sold and the rate w'hich the mortgages bear, 
there is an excess earnings to the Federal land bank of the same 
capital of $12,500. And, in addition to that, the joint-stock land 
banks pay State and local taxes upon their capital, which, in the 
case of a $250,000 bank amounts to about $6,000,' while the Federal 
land banks pay no taxes upon their capital stock. 

So that there is a $6,000 margin added to $12,500, which makes a 
difference of $18,500 in the earnings between the two systems, because 
of the manner in which the law is written. 

We are.not complaining of the manner in which the law is written, 
but that is the "reason why we can not loan quite as well as they can. 

The Chairman. Is not that greatly offset by the fact that the 
joint-stock land banks make larger loans and require much less help? 
I know that is true with reference to the successful bank. 

Mr. Eamsey. Ordinarily, I would say that it would work out that 
way. 

The Chairman. Larger loans and can carry much larger capital. 

Mr. Eamsey. They can hardly carry capital, but they do make 
larger loans. 

The Chairman. There is no limit to the capital they can carry ? 

Mr. Eamset. That is true. 

The Chairman. Take a $2,000,000 bank, with $25,000,000 of bonds, 
if the loans are $50,000 each, the overhead charges would not be as 
much as a smaller bank with a quarter of a million and the loans 
averaging a thousand dollars each ? 

Mr. Eamsey. Yes. 

The Cpiairman. That is the trouble with your argument. 

Mr. Eamsey. Of course, you can not take one large individual bank 
as an example. The most of these banks are small banks that are 
eking out a little profit. In the United States we have the National 
City Bank of New York, which is making millions of dollars, but 
that is not to be compared with other banks 

The Chairman. But you are just starting. 

Mr. Eamsey. Yes. 

The Chairman. And a national bank has to go through that same 
experience ? 

Mr. Eamsey. Yes ; but I mean in the case of the banks to-day that 
have been in existence for 50 years ; most of those banks are making 
only a small profit, while we have the great National City Bank 
making a tremendous profit. 

The Chairman. Fifty years from now I would rather have the 
stock of the Chicago Joint Stock Land Bank than the stock of the 
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National City Bank of New York, if the Chicago bank is permitted 
to go on under this law. 

Mr. Ramset. With reference to the defense of the Federal Farm 
Loan Board, I wish to say that they do not at present permit the 
making of loans to members of families in order to bring about a 
large loan. At first, as in the beginning of all enterprises, certain 
little things will pass by that will soon be caught in the working out 
of the details of the business. 

There was mentioned here on Saturday the largest loan made by 
any joint-stock land bank' — $160,000. It was made in Illinois and was 
a loan made to a man who has eight sons. Those farms practically 
belong to those eight sons, save for the detail of the transfer, and it 
was, so represented to the bank in Chicago that made the loan and so 
represented to the authorities passing upon the loan. The farms 
should have been divided amongst the eight sons at the time, but they 
were not. 

However, that instance and others of large loans caused the Federal 
Farm Loan Board to make rulings that are as arbitrary and insistent 
and that are as strict as you can imagine to prevent that sort of thing 
being done tmy more, and I say that in defense of their practice. 

Senator Geonna. As I understand it, I do not think that criticism 
should apply to the Federal land banks. 

Senator Noeris. What criticism? 

Senator Geontja. That is, permitting the families to do that. 

Senator Noeeis. Oh, yes. 

Senator Geonna. It does. 

Senator Noeeis. Oh, yes. I have only heard one side of it, but 
I have known of a good many instances where a man deeds one part 
of a farm to a boy and another part of the farm to one of his other 
children, and all get what they can, and then when the deeds are 
recorded, they all deed back the land to the old man. 

Senator Geonna. I took that up with the president of the St. Paul 
bank and he said under no consideration would he permit that to be 
done. 

Senator Noeeis. I think that is a plain violation of the law. 

Senator Geonna. I agree with you. 

Senator Noeejs. And they not only do that, but I have a copy 
in my office of a contract where they get around the law, that provides 
that the man who borrows the money should actually cultivate the 
land. To obviate that (I am told that it has been a suggestion of 
the bank) , he makes what they call a lease ; that is, it is practically 
a lease, but they call it a contract. He enters into a written con- 
tract with the tenant that this man shall work for him and farm 
his land and get a certain share of the products from the land. It is 
in all particulars a lease, but they call it a contract. 

That is to avoid that provision of the law that requires the man 
that gets the money to cultivate the land upon which he borrows the 
money. 

But I understand they have made a great many loans to men who 
have not lived on the land for years and do not pretend to live on 
it now. But they say you can do that by getting around the law 
in this way. 

Senator Geonna. Of course that is a violation of the law. 
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Senator Noeeis. That has not any particular bearing here; I am 
Tiot charging that against the joint-stock land banks. They are not 
limited m that way, but we know when we passed that law that 
was one Of the material considerations ; we wanted to loan the money 
to actual cultivators of the land and not to speculators. 

Mr. Eamsey. That is not being done now. 

Senator Noeeis. Have they quit it? 

Mr. Eamsey. Absolutely. 

Mr. Finm:y. The board made them do it. 

Senator Nobeis. Why did they quit it? 

Mr. Ramsey. The Federal board took control of it, and I hope 
Tou will amend this law to the effect that the Fa,rm Loan Board 
-will have even greater control of the joint-stock land banks. I, 
hope that you will arrange that the Federal board may control the 
numbers of the banks and their location throughout the country, the 
same as the Comptroller of the Currency has control of the na- 
tional banks, and that you will limit their size. There is a need 
for the joint-stock land banks, because of the greater unit of farm 
values in Missouri and Illinois and Wisconsin, where a 160-acre farm 
is worth $48,000, and $10,000 is not enough;, they should have 
a larger limit. 

Mr. FiNLEY. May I add, in conclusion, to what Mr. Eamsey has 
said and to fix the law for both banks, with whatever limitations 
you want to put in the law, and additional authority, if necessary, 
to the Farm Loan Board, to see that both of them do apply their 
•energies and their capital to the one main object of this act, in- 
creased agricultural production, and cut out, as much as possible, 
speculation or landlordism in any way you can. We can live on that 
basis and make a legitimate profit, if there are not too many of 
them, and that is what we really want to be able to do. 

We are not here pleading as philanthropists. We expected to 
make a legitimate profit, but we expected to make it within the 
spirit and letter of the law, which we conceive to have been passed 
in the' interest of the Nation as a whole — to help its agricultural pro- 
duction. 

I want to thank the committee on behalf of the association for 
their courtesy and fairness and their generosity personally in the 
matter of time allowed us, and to repeat that we request you recall 
that bill for further consideration ; and then, if the association as a 
whole, or any member thereof, can be of any service to you, we 
would be glad if you would call on us. 

Senator Geonna. I think it was understood the other day that the 
bill would be recalled. 

The Chaieman. Well, it was suggested that that be done. It is 
not necessary; there is no necessity for recalling the bill. A sub- 
stitute can be presented at any time by the committee, I suppose. 

Senator Geonna. My only thought is this: That as long as that 
bill is on the calendar it is a sort of a scare to the people throughout 
the country. 

The Chaieman. Yes ; but this question is also before the Supreme 
€ourt of the United States, Senator. 

Senator Geonna. Yes ; that is true. 

The Chaieman. If the law is under consideration the bill may as 
-well stay on the calendar; there is no reason urging the recall or 
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the retention* of the bill ; it makes no difference in the final disposi- 
tion of the matter whether the bill stays on the calendar or not. 

Mr. FiNLET. Then, if there is not, may we ask that you do recall 
it, because the people do not understand it ? 

The Chairman. Personally, I have felt that the bill being on th& 
calendar is a wholesome warning. If it had to pass ultimately, I 
think we would discourage rather than encourage a further exten- 
sion of these loans. 

Mr. F'lNLET. May I suggest that, as far as the multiplication of 
these banks is concerned, we have made, I think, a complete answer 
in regard to the misinformation that went out, no matter how it 
originated. As a matter of fact, it went out originally from the 
floor of the Senate, as to what enormous profits these banks were 
making, and I think now you are satisfied that that is incorrect. 

The Chairman. I do not want to see any more of these banks 
formed until Congress reaches a conclusion on this subject, and, in 
the interest of the banks themselves, it would be unwise to withdraw 
that bill, if it was going to encourage the organization of more 
banks. 

Senator Gronna. That would depend on the board, would it not ? 

Mr. FiNLET. "No ; "they have no authority. 

The Chairman. That is the trouble. There are a great many 
applications pending, and it seems to me fairer to all parties to let 
this bill stay where it is, as a warning that Congress may pass the 
bill, and withdrawal of the bill might encourage these pending cor- 
porations to go ahead and organize, and I think that would be unfair 
and unwise. 

Mr. FiNLET. I think I can give you -some important information 
on that. I did not finish my point. That when the facts are known 
as to the long time it takes to get one of these banks to pay dividends, 
and that they can not exceed a gross income of 21 per cent, there 
will not be as many want to go into it. As a matter of fact, one 
charter has already been surrendered, and I personally know of one 
or two others that will be surrendered. So I do not think there is 
any danger of that kind, as long as the suit is pending in the Su- 
preme Court. 

The Chairman. Well, that will be a matter for the committee to 
decide. 

Mr. Ramsey. Maj^ I make this as a plea? 

The case is before the Supreme Court. "We, all of us, acting on 
the authority which we presumed was conferred upon us by Con- 
gress, have permitted a number of farmers to make applications for 
loans. We have the applications signed and sworn to and appraised 
and passed upon in our various banlis. The people want to get the 
money if they can. We are absolutely estopped. Now, if the Su- 
preme Court decides favorably, then we can sell sufficient bonds. 
We can not sell them now; the market is very poor. But, in case 
the court decides favorably to us, we can sell sufficient bonds ta 
provide for those applications. There are not very many applica- 
tions before the board now. Everybody is practically scared. There 
are not going to be any more banks established until some definite 
conclusion is reached by Congress, so that the withdrawal of this 
bill would simply have the effect of clearing the field so we could sell 
a few bonds. We can not sell many— 5,000,000 or 10,000,000, proba- 
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l)ly, which would be enough to take care of a large share of the busi- 
:ness that is pending, which these gentlemen made loan applications 
for m good faith. But we are physically unable to take care of 
them now. 

The Chairman. There will be nothing to interfere with your 
-completing those loans if the Supreme Court decides the case in your 
favor. 

Mr. Eamset And we can not sell bonds so long as a bill of this 
kind is on the calendar. 

The Chairman. But if we withdrew it, and then finally passed it, 
we would be accused of acting in bad faith, because'you would assume 
that the withdrawal of the bill would mean a continuation of the 
present system. And, for that reason, I think there are good argu- 
ments in favor of leaving the bill where it is. 

Mr. Eamset. I agree with you, but if you withdrew this bill, then, 
after you passed the same bill it would be open to them. But I feel 
sure you will talce some action to relieve us. 

-The Chairman. Undoubtedly there would be some provision pro- 
viding for a liquidation that would save you people harmless. 

Senator Gkonna. I would not vote for the same bill unless there 
is an undertstanding that these people that have gone into these 
Taanks will be protected, so far as the loans they have made are con- 
cerned. 

Mr. Eamset. If you can recall this bill it is in the minds of the 
people connected with these joint-stock land banks that that would 
take care of these people who have made application to whom you 
have promised the money. 

The Chairman. The committee is adjourned,, subject to the call 
of the Chair. 

(Thereupon, at 11.40 a. m., the committee adjourned sine die.) 



(The following communication from the Farm Mortgage Bankers' 
Association of America was received subsequent to the close of the 
hearing and by order of the chairman was ordered printed in full, 

as follows:) 

Chicago, March 9, 1920. 
Hon. Geokge P. McLean, 

Chairman Com/mittee on Banking and Currency, 

United States Senate. 

Deae Sib: In a letter written to your committee February 17, 1920, Farm 
Loan Commissioner Norris showed undisguised alarm for the future of, the 
Federal land banks. The inference is plain that he fears they will be crowded 
out of business by the more successfully managed joint-stock land banks and 
that the future issue of large amounts of tax-exempt land-bank bonds will reduce 
the national revenue. 

The last reports of the Federal Farm Loan Board show abundant cause for 
the alarm of Mr. Norris and his associates. 

From organization- to January 31, 1920, the Federal land banks had closed 
loans to the amount of $318,445,231, while the report to the same date shows 
$720166 535 applied for. Including the loans rejected as undesirable that 
leaves applicants for an amount of over $400,000,000 waiting for money. No 
wonder there is complaint of slow delivery and inefficient service. 

The annual report of the Federal Farm Loan Board shows that the business of 
the Spokane Federal Land Bank fell off $2,820,765 for the year ending November 
30 1919 as compared with the previous year. Four other banks also showed a 
reduction in business. The other losing banks are Berkeley, Springfield, St. 
Paul, and New Orleans. 
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With this condition of affairis existing, with only 30 joint-stocl£ land banks 
cpmpeting for the business, but expecting a hundred or more new ones to be- 
organized this year, the friends of the Federal land banks deem it desirable tO' 
take away from joint-stock land banks the tax exemption subsidy they now 
enjoy. This would not eliminate the 30 now in existence, but it would dis- 
courage the organization of additional competitors. 

From a political standpoint the tax exemption of farm-loan bonds has been a 
temporary cause of popularity, but the policy wanes in public favor as the 
economic effects are proven by experience. 

That Congress created a dangerous precedent in thus curtailing National 
and State revenues is how glaringly apparent. 

The bill by Senator Smoot, S. 3109, is intended to partially correct this 
legislative error by subjecting all future issues of joint stock land bank bonds 
to taxation. 

A fair and comprehensive discussion of the need for the passage of the 
Smoot bill of necessity involves some general reference to the tax exemption 
of Federal land bank bonds. These banks were created for similar purposes. 
They enjoy the same exemptions and are operated under the supervision of 
the same governmental authority. 

The dual system of subsidized loan agencies began business under Govern- 
ment patronage about three years ago, indorsed by both leading political par- 
ties, and enjoying the good will of a public which had been educated to ex- 
pect great reforms and public benefactions. . 

American taxpayers, ecqnomists, and financiers who have investigated this 
subject now favor the repeal of the tax-exemption privilege applying to the 
bonds of Federal land banks as well as joint stock land banks. Both ought 
to stand or fall on their own merits without subsidies. 

The repeal of the tax exemption of joint stock land bonds is especially 
desirable, among which the more important reasons are : 

1. This exemption is a Federal infringement on the rights of States, for- 
bidding the States to tax securities produced by one class of privately owned 
corporations, while all others are subject to State taxation. 

2. It tends to develop a specially favored kind of corporation that will wielcl 
great political power dangerous to the public welfare. 

3. Instead of reducing farm tenancy and landlordism, the system tends to 
consolidate and enlarge farm holdings. 

4. It does not increase agricultural production and the indirect effects det- 
rimental to agricultural prosperity are greater than the benefits. 

5. It has not reduced rates of interest in the reliable farming localities; 
where the bulk of the loans have been made, and the new banks in hazardous 
territory have not as yet been established on a paying basis. 

6. Devised to benefit the borrower, the principal advantages of tax exemp- 
tion are conferred upon the rich investor in the tax-free bonds. 

7. Instead of releasing funds for general investment, tax exemption will 
cause withdrawal of bank deposits and lock them up for long periods in tax- 
exempt bonds. 

8. Loss of revenue through tax exemption will necessitate the creation of 
new forms of taxation, like sales taxes, land taxes, and consumption taxes. 

9. As the issuing of 1 loan of $25,000 will consume funds sufficient to furnish 
10 loans of $2,500 each, many deserving applicants for small loans will be 
compelled to go unsatisfied if this special privilege is continued for large loans. 

10. The output of large amounts of tax-exempt bonds will be a matgrial 
factor in still further .depreciating the price of Liberty bonds, on which "pur- 
chasers have already sustained a loss of $1,250,000,000. 

11. The entire tax-exemption system is based upon the hypothesis that the 
benefit to the investor is all passed on to the borrower. This theory was 
taught in schools and universities about the middle of the last century. Ex- 
perience and the investigations of economists have conclusively shown that 
under a graduated income tax this is absolutely impossible. Under a flat rate, 
or proportional property tax, only a part of the benefit is actually transmitted 
to the borrower. No reputable college or university now teaches that the 
benefits of tax exemption are all passed on to the borrower under a graduated 
system of income taxes. 

When the rural credit system was under consideration by Congress it was 
not opposed by farm mortgage bankers and they do not now oppose the rural 
credit system except in the matter of the tax-exemption subsidy. 
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Five of the Federal land banks in 1918 touched the liigh point in the amount 
of loans made, and started on the down grade in 1919. In all probability the 
other seven passed the turning point in 1919 and will do a reduced business in 
1920. There will be no question about this retrogressive movement if the 
joint-stock land banks are upheld by Congress and the courts, and a hundred 
more are organized. 

Because of superior service and reasonable rates, farm mortgage bankers 
made a larger aggregate amount of loans in 1919 than in any previous year. 
Their current rates are as reasonable as the general money market and the 
hazards of the loaning fields will permit. Borrowers and lenders have by them 
been brought together at a margin for expense not greater than the cost of 
doing business and the value of the service.. Competition and supply and de- 
mand are the natural regulators of interest rates. 

It is therefore plainly apparent that it is not because of business rivalry 
that tax exemption of bonds is opposed. It is because of the danger which 
threatens all taxpayers and all borrowers on taxable securities, as a "result 
of this tax-exemption class legislation, that the Farm Mortgage Bankers' As- 
sociation of America is leading the educational campaign against tax exemp- 
tion of bonds. 

Economists connected with the Farm Mortgage Bankers' Association have 
given the subject more careful study than those of any other line of business, 
and their findings are contributed for the public good. 

Farm owners, merchants, manufacturers, stockholders in transportation 
companies, and industrial enterprises of all kinds, as well as owners of city 
property, will be as active as farm mortgage bankers in opposing tax exemp- 
tion after they have investigated the subject thoroughly. 

In behalf of 110.000,000 taxpayers and consumers of the United States, the 
undersigned herewith offer for your consideration a general discussion of the 
merits of S. 3109. 

Respectfully submitted. 

Farm Mortgage Bankers' Association op America. 



General Discussion of S. 3109. 
misunderstanding about smoot bill. 

The opponents of Senator Smoot's bill (S. 3109) appear to have a misunder- 
standing of the purpose of the bill. While technically it is intended to amend 
the Federal farm loan act to make the bonds of joint-stock land banks subject 
to taxation, in effect it really would restore the Federal farm loan act more 
nearly to its condition when originally passed three years ago. 

For several years when the Federal farm loan act was before Congress there 
was no JFederal income tax. When the law was enacted in 1916, the normal 
income tax was only 2 per cent, and the maximum surtax only 13 per cent. 
Exemption from taxation at that time meant very little. 

The revenue laws have since been amended by adding heavier surtaxes, until 
at the present time the wealthier individuals of the United States are subject 
in part to an income tax of 73 per cent, and for the year 1918 were subject 
to an income tax as high as 77 per cent. 

The difference between 73 per cent, the present highest income tax, and 2 
per cent, the normal rate that prevailed in 1916, or 71 per cent, represents sub- 
sidies now allowed to the wealthiest investors in joint-stock land bank bonds 
and Federal land bank bonds, in addition to the privileges originally granted 
in 1916. This enormous subsidy to these investors was not contemplated by 
the framers of the Federal farm loan act. It has not been brought about by 
any amendment to that law. It has been caused by the enactment of emer- 
gency revenue laws imposing heavy taxes to pay the enormous national war 
debt now nearly thirty times larger than when the Federal farm loan act was 

Gno-Ctcc! 

The purpose of Senator Smoot's bill (S. 3109) is to restore the equilibrium 
which existed when the farm loan act was enacted. 

BENEFITS CLAIMED ARE NOT REALIZED. 

With high-sounding phrases, which have no substantial basis in fact, the 
opponents of this bill declare, first, that the tax exemption of joint stock land- 
bank bonds is of great benefit to agriculture. 
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Second, that this tax exemption increases agricultural production. 

Third, that it enables the landless to obtain land. 

Fourth, that it reduces farm tenancy and in numerous ways promotes the 
general welfare. , 

The opponents of tax exemption deny the correctness of substantially all 
of these claims. 

It is now admitted by all that this exemption is a subsidy granted by the 
Government to bondholders and to a small minority of farmers at the expense 
of the general taxpayer. 

The agricultural industry is the greatest in the United States. Its assets are 
approximately $75,000,000,000, and the annual production in 1919 was nearly 
$25,000,000,000. There are over 7,000,000 farms in this country. Less than 2 
per cent of the farmers have participated in this farm loan tax-exemption 
subsidy. Therefore, 98 per cent have been compelled to pay a large share of 
the expense necessary to subsidize less than 2 per cent, and these beneficiaries 
in the long run will lose through increased expenses caused by higher taxes. 

PROFITS GO TO EICH. 

The report of the Senate committee states that the natural tendency of tax- 
exempt securities is to accumulate in the possession of the large taxpayers 
who will profiteer through tax exemption. 

The best-informed witnesses for the joint-stock land banks supported this 
statement. There are no reliable authorities that dispute this self-evident 
fact. These large taxpayers are the ones receiving tax-exemption benefits 
running as high as 73 per cent. 

Witnesses for the joint-stock land banks make many arguments for a tax- 
exemption subsidy which are inconsistent. It is asserted that the subsidy is 
required to increase the production of food. The law was enacted for the special 
benefit of farmers. Farmers sell food products. The high prices of products 
sold by the farmers have made the last few years especially prosperous. To 
reduce the prices of farm products would decrease the farmers' prosperity. , 

When the garment makers or glass manufacturers or the coal miners find their 
business in a depressed condition Congress never attempts to increase the pros- 
perity of these workers' by appropriating money from the Federal Treasury, 
either directly or indirectly, to create new clothing factories or glass factories 
or to open new coal mines to compete with the workers in the already established 
mines. If such legislation were suggested, the well-organized labor unions 
would at once make themselves heard at the doors of Congress. 

If it is desirable to invite more money to invest in the agricultural industry 
to increase production and reduce the prices of grain, cattle, and hogs in order 
to aid the consumers of the cities, then there may be some consistency in the 
argument ; but it ought not to be claimed that reduced prices of farm products 
would aid the farmer. 

Recent years have been the most prosperous ever known to American agri- 
culture. This prosperity has Increased as the population of the cities has in- 
creased. One farm family in 1916 had two other families as customers for the 
surplus food it produced, while in 1880 each farm family was called upon only 
to produce food for itself and part of one other family. Conditions in 1920 
have made still greater demands for the surplus produced by each farm family. 

High prices are the most powerful stimulants to production, and the pros- 
perity of the farmer depends upon the margin of profit between the cost of pro- 
duction and the selling price of his grain and live stock. 

LOSS TO 98 PEE CENT OF FABMEES. 

The Federal census shows only about one-third of the farms of the country 
to be mortgaged. The unmortgaged farms can not be helped by any subsidy to 
the owners of mortgaged farms, but their owners are obliged to pay increased 
taxes to help pay that subsidy. This tax subsidy for a very slight temporary 
benefit to less than 2 per cent of the farmers causes a direct loss to the other 
98 per cent. So far as the 98 per cent of the farmers are concerned, they would 
be benefited more by a subsidy to village merchants and country storekeepers 
if such a subsidy would cheapen their merchandise, because tliese merchants 
sell to all of the farmers and not simply to those who have borrowed money 
under the Federal farm-loan act. 
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During the war extravagant prices were charged for manufacturing muni- 
tions furnished to the Government on a cost-plus basis. The factory which 
received $10 profit on an article costing $100 was able to swell its profit to 
■■$25 by increasing the expense of manufacturing the same article to $250. This 
wasteful business management, thus adding to the profits of the manufacturer 
;at the cost of an enormous loss to the National Treasury, now universally con- 
demned, was no worse than tlie heavy exemptions allowed large bondholders for 
the purpose of granting trivial benefits to a small percentage of farmers. 

It is claimed by the joint-stock land banks that they are able to furnish 
"farm loans at a rate averaging 1 per cent cheaper than the rate charged by 
private loan companies who are not subsidized by the Government. Investiga- 
• tion shows this statement to be untrue, because in the States of Illinois and 
Iowa, where the larger part of the joint-stock land bank loans have been made, 
their rate is higher than the regular rate paid to private investors by reliable 
borrowers. 

Taking into consideration the lower rates granted by the joint-stock land 
Taanks in some of the high-rate territory where only a few loans have been 
made, the average reduction might possibly run one-half of 1 per cent. In order 
to benefit the farmer one-half of 1 per cent on his investment, the Government 
IS obliged to now grant complete tax exemption of bonds to millionaires who 
might otherwise be subject to an income tax of over 70 per cent. This gives 
to the Investor in the bonds a benefit six or eight times greater than the benefit 
claimed for the farmer. The benefit to the millionaire is a loss to the National 
Treasury, and the loss to the National Treasury is a tax burden shifted upon 
all other taxpayers of the country. 

TAX-EXEMPTION BENEFITS NOT PASSISD TO BOEEOWEK. 

The arguments in favor of tax exemption are based upon a financial fallacy. 
It is claimed that the benefits to the investor are passed on to the borrower. 
The best economists of the country have pronounced that claim fallacious, 
-even when It applies to a proportional property tax, as it is never possible to 
pass all of the benefits on to the borrower. This doctrine is plainly erroneous 
when applied to a graduated income tax, because a tax-exempt bond, when 
owned by a small investor,, is not subject to any income tax ; therefore there 
Is no benefit to pass on to the borrower. After the small investor sells his 
TDOnd to a person with an income subject to a high rate of tax, there can then 
be no possible way to pass any benefit back to the borrower. 

The weakness of this argument for tax exemption is very clearly explained 
in a paper published by Washington University, of St. Louis, prepared by Prof. 
■George E. Putnam, of the school of economics of that institution. Prof. Put- 
nam says : 

. " By far the most conspicuous evil of tax exemption is that it completely 
upsets the purpose of graduated taxes. In the first place, it enables those 
with property incomes to escape the burden of progressive rates, thereby caus- 
ing the burden to be shifted to others less able to pay. Suppose, for example, 
that a married person without dependent children receives a yearly net income 
■of $50,000 (after paying State taxes) from real estate valued at $1,000,000. Un- 
der the revenue act of 1918 his Federal income tax would be $11,030. If he 
converted his real estate Into 5 per cent Federal farm loan bonds at par, his 
•property and income taxes thereafter would be nothing, his net Income would 
in no way be diminished, while the man who received the same income from 
personal services would continue to pay a tax of $11,030. The ability of the 
rformer would still be greater, but only the latter would be taxable. 

" The injustice of tax exemption, however, does not stop here. It not only 
■gives rise to unwarranted discrimination in favor of property owners, as 
opposed to wage earners, but it also confers a much greater favor upon the 
wealthy classes than upon the investor in moderate circumstances. Under the 
Federal income-tax law, for instance, a married person without dependent 
children is subject to a fiat tax rate of 2 per cent if his net annual income is 
S3 000 22 06 per cent if his net income is $50,000, and 70.80 per cent if his 
income amounts to $1,000,000. The yearly saving in taxes that each of these 
■classes might make through the purchase of a $1,000 farm loan bond yielding 
3 per cent amounts to $1, $11.30, and $33.15, respectively. If the same bond 
were subject to taxation, the net yield to these investors after paying income 
taxes would be $4.90 per cent, 3.90 per cent, and 1.48 per cent, respectively. Or, 

159907—20 8 
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to put it another way, a 5 per cent nontaxable bond Is the exact mathematicar 
equivalent of a taxable bond yielding 5.10 per cent if the bondholder has an 
income of $3,000, 6.41 per cent if his income is $50,000, and 16.83 per 'cent if 
his income is $1,000,000. These and other significant facts relative to the- 
unequal benefits conferred by tax exemption are shown in the following table '. 
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" Obviously, the small investor has little to gain from the purchase of tax- 
exempt securities. If his income is exactly $3,000, it is immaterial whether he 
buys a 5 per cent taxable bond at par or a 5 per cent nontaxable bond, maturing: 
in 20 years, at 101.24. The annual value of the tax exemption privilege on his: 
farm loan bond is only $1, and the capitalized value $12.46. But with every 
material addition to his income the incentive to buy tax-exempt bonds becomes- 
greater. ' In the case of those having annual incomes of $1,000,000 the annual' 
value of tax exemption on a $1,000 farm loan bond bearing 5 per cent is 
$35,15, and the capitalized value of these exemptions $438.03." 

" If the supply of tax-exempt securities should be materially diminished sO' 
that the available number was insufficient to satisfy the needs of the very- 
wealthiest classes, the price of 5 per cent farm loan bonds would tend to rise- 
to 143.80; that is, to a premium representing the highest capitalized value of 
the tax-exemption privilege. Owing to the large volume of municipal and 
Federal bonds outstanding, bonds exempt in whole or in part from progressive- 
income taxes, it is unnecessary for the recipients of large incomes to pay a, 
price for tax-exempt bonds that anywhere near covers the capitalized value of 
the tax-exemption privilege. Thus far, 5 per cent Federal farm loan bonds: 
have not sold above 108, although they have sold steadily above par. 

" It is for this reason that the main argument in favor of exempting Govern- 
ment bonds from the income tax breaks down. Under a system of proportional 
taxation it is probably true that tax-exempt bonds of the Federal Government 
■would sell at a premium corresponding roughly to the capitalized value of tax 
exemption, and thus yield a greater return to the Government. But under a 
system of progressive taxes the price of the bonds is not enhanced by the cap- 
italized value of the exemptions, and therefore the amount that the Govern- 
ment can gain from a lower rate of interest will not be so great as the loss in 
revenue from the income tax." 



OWNERS OF XIBERTY BONDS SUSTAIN LOSSES. 

The bonds of joint stock land banks are obligations of privately owned cor- 
porations to private investors who furnish the money for the privately owned 
joint stock land banks to loan to farmers and real estate speculators for private- 
purposes. They bear an interest rate of 5 per cent and by a Action of Congress 
are termed " instrumentalities of the United States Government." They come- 
in direct competition with Liberty bonds of the United States, which bear 
lower rates of interest or are not endowed with the same exemption privileges. 
As a natural result Liberty bonds have steadily depreciated in price below par. 
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At the present time it is estimated that the original investors in Liberty bonds 
have sufeered a loss of $1,250,000,000 through a shrinkage, a part of which is 
caused by competition with these farm loan bonds yielding a higher Income 
and having greater tax-emption privileges. During the months of January 
and February some issues of Liberty bonds were sold at less than 90. The 
Wall Street Journal of March 2 said : 

" The outstanding feature In the bond market last week was extreme weakness 
of Government war loans, particularly Liberty loan 3is, which declined sharply 
to new low record, 94. While the balance of Liberty loan bonds was soft, they 
did not reach former low levels, with the exception of second 4s, second loan, 
which touched 89.40, a new low. 

" Weakness in Liberty loan 34 per cent tax-exempt bonds had a sympathetic 
effect on municipals. The market was dull and prices about at their lowest 
level." '^ 

It is true that only a small amount of farm-loan bonds are In the market com- 
pared with the vast amount of Liberty bonds, but there are in the United States 
approximately $4,500,000,000 of farm mortgages. The public expects that if 
these tax-exemption subsidies are continued a very large portion of these farm 
mortgages will ultimately be financed b^ tax-exempt farm-loan bonds. If the 
tax-exempt farm-loan bonds are permitted to continue, then tax-free city prop- 
erty real estate bonds will soon be in the market, after Federal home loan banks 
are cr.eated. 

The dangerous precedent of granting a small subsidy to individual farmers, 
Involving a big subsidy to bondholders, will ultimately result in granting similar 
exempting subsidies to every industry which can make itself felt in Congress. 

The final result of this policy will be that the majority of wealthy investors 
will be exempt from taxation. Then the owners of real estate, those who re- 
ceive earned incomes, and con.suraers will be compelled to carry the tax burdens 
of the Nation. 

Mon. L. T. McFadden in the House of Representatives very forcefully showed 
that the consumer and taxpayer carry the burden of tax exemption when he said : 

" Hon. Louis F. Post, Assistant Secretary of Labor, recently stated with re- 
gard to the payment of wages : ' Business men and employers are overlooking 
the fact that the real employer of labor is the consumer — the laboring man him- 
self. Every man who is put to work; whether it be building a house, constructing 
a road, or digging a ditch, is employing other men — men who sell him food and 
clothes — and these in turn employ others who manufacture the food and clothes.' 
I desire to add that the real taxpayer is the consumer. Everything he eats, 
wears, or uses is made higher priced by the increased taxes paid by merchants 
and manufacturers when they are compelled to carry the tax burdens evaded by 
owners of tax-free bonds. The man and woman who consume all of their in- 
comes every year pay a heavier proportionate indirect consumption tax than 
those who have larger incomes and are thus enabled to save part." 

The creation of additional tax-exempt bonds affords an opportunity for very 
wealthy investors to compel the payment of higher rates of interest on taxable 
securities by refusing to renew at maturity and investing their funds in the tax- 
exempt bonds. Taxable bonds and stocks are also sold at a discount in order 
that the proceeds may be Invested in tax-exempt bonds. Competition with tax- 
exempt securities is one of the principal causes compelling the railroads to now 
pay $120,000,000 more interest annually than before the war. Rates charged to 
industrial, commercial, and transportation companies show a similar increase. 
These high rates of interest reabt to increase the prices of everything purchased 
by all farmers and others. 

SALES TAXES AND LAND TAXES TJKGED. 

Tax-burdened people are ever ready to listen to new plans for relief. Maga- 
zine writers and lecturers are aggressively urging heavier land taxes as one 
solution of the difficulty. 

Another class of economists urges a sales tax as a method of Increasing public 
revenue. These urge that a tax of 1 per cent should be charged on every sale, 
wholesale and retail. The sale of a $40 suit of clothes would involve the 
payment of 40 cents tax. The sale of a pair of $5 shoes would involve the 
payment of a 5 cents tax. The farmer who sold a $50 hog would be compelled 
to pay a tax of 50 cents. On a $100 cow the tax would be $1. On a 50-bushel 
load of wheat, selling at $2.26 per bushel, the tax would be $1.13. On a $200 
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liorse the sales tax would be $2. This plan has many supporters. The ma- 
jority of voters of our country live in the cities. When it becomes apparent 
that a sales tax or a land tax vcill be necessary to relieve them of tax burdens 
the majority will be found favoring such remedies, and the farmers and other 
real estate owners will in the end become the burden bearers. 

WILL REDUCE BANK DEPOSITS. 

In a recent speech one of our great financiers, Mr. Otto Kahn, quoted an old 
and tested truth when he said, " Wrong economics, however well intentioned, 
have been more fruitful of harm to the people than almost any other single act 
of government." 

The cooperative methods of the Federal land banks are beneficial to the 
farmers, but they do not depend on tax exemption. 

The credit of joint-stock land banks is aided through the prestige given by 
Government super.vision. 

Because of the importance of these features both of these banks may become 
very beneficial institutions, but experience will show that the tax exemption 
conferring its principal benefits upon bondholders is economically wrong, how- 
ever well intentioned, and not a contribution to public welfare. 

At the present time commercial banks are carrying vast amounts of time 
■deposits bearing low rates of interest. These deposits are generally subject 
to property tax and to Federal income tax. The depositor who pays Federal 
income tax and local property tax on a bank deposit bearing 4 per cent will not 
toe slow to draw his deposit from the bank and invest it in 5 per cent bonds 
entirely free from local taxes and from Federal income taxes. This will re- 
duce the amount of deposits in the banks available to loan for local uses and 
will naturally increase local short-time interest rates to commercial borrowers. 

There are several billion dollars of municipal and State bonds not subject to 
Federal income tax, but in nearly every State of the Union these are subject 
to property taxes. The States of Ohio, Indiana, and Illinois are typical of 
nearly all others in which municipal bonds of other States are subject to the 
same taxes as other moneys and credits. 

The fact that municipal bonds are usually subject to State and other property 
taxes is not disputed by anyone who has investigated the subject. 

AN INFKINGEMENT ON BIGHTS OF STATES. 

Several of the witnesses for the joint stock land banks claim that municipal 
bonds are wholly tax free. In this they are mistaken. This discrimination 
in favor of joint stock land banks is a direct infringement ui)on the rights of 
States. Bonds, mortgages, and other securities of banks and individuals and 
municipal bonds are subject to State and local taxation, but the Federal law 
prohibits the taxation of joint stock land bank bonds. 

South Dakota and Oregon have State rural credit systems. South Dakota 
has loaned over $20,000,000 to citizens of that State on cultivated farm lands. 
IS'one of these loans exceeds $10,000 in amount. There have been no Violations 
of the law by permitting farms to be divided among several members of a 
family in order to secure loans larger than the legal amount of $10,000. The 
State of South Dakota issues 5 per cent bonds and sells them to secure funds 
-for its loans. A South Dakota farm-loan boiul is subject to an annual tax 
of half of 1 per cent, if owned by a citizen of Iowa. A joint stock land bank 
bond based on farm loans made in the State of South Dakota is entirely free 
from taxation in the State of Iowa. Here is a direct discrimination against the 
State of South Dakota to the extent of half of 1 per cent, or one-tenth of the 
income of the South Dakota rural credit bond. This is a flat rate of taxation 
not depending on the income of the bondholder. The same discrimination in 
favor of the joint stock land bank bonds applies to other States, except that 
in many the property tax is much higher and the discrimination greater. 

FOOD PRODUCTION NOT INCREASBa). 

When the law was enacted it was assumed that it would increase food pro- 
duction. Statistical investigation fails to prove any material increase in food 
production as the result of this tax exemption. " No increase in food produc- 
tion can be honestly attributed to the Federal farm-loan act. Slight increases, 
where noted, are due to higher prices." The foregoing is a summary of answers 
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'received to .over 600 questionnaires sent out in January, 1920, to reliable parties 
in the 28 principal food-producing States. 

The Third Annual Report of the Federal Farm Loan Board shows uses made 
of money borrowed from Federal land banks during the year ending November 
30, 1919, as follows : 

Pel" cent. 

Refunding mortgages and other debts 68 

Purchase of land 13 

Building and improvements & 

Purchase of live stock ^ 3 

Purchase of implements and equipment 2 

Purchase of land-bank stock 5 

The 68 per cent used for refunding old mortgages and debts could not Increase 
production, because corn grows just as tall and wheat yields just as much under 
• an insurance company mortgage as under a land-bank mortgage. 

The 13 per cent used for the purchase of land in the majority of cases was 
for increasing the size of farms, and there is no pretense that the land yielded 
more under the new ownership than under the old. 

The 3 per cent invested in live stock and the 2 per cent invested in farm 
implements is not a sufficiently large amount to have any material effect in 
increasing food production, even if it has any effect at all. 

There is no published statement of the use of the proceeds of the joint-stock 
land-bank loans, but as the loans average much larger than the Federal land- 
bank loans, as they have not been confined to cultivated lands, and as the 
loans have not in all cases been used for agricultural purposes, it is safe tok 
assume that the effect upon food production of joint-stock land-bank loans was 
even smaller than that of the Federal land-bank loans. 

DO NOT BEDUCE FAKM TENANCY. 

It is claimed for the joint-stock land banks that they reduce farm tenantry. 
When the Federal farm loan act was enacted it was contended that one of 
its principal objects was to create more farm homes. A typical advance press 
notice of a farm-loan organizer runs something like this : 

" Mr. , of the Federal land bank, will speak at the town hall 

of the village of Smithville next Thursday evening and explain the benefits ofi 
the Federal farm loan act. This act is the greatest piece of constructive legisla- 
tion that has ever been enacted by the American Congress. Its objects is to re- 
duce farm tenantry and to furnish farm homes for landless men. When there is 
a happy and contented family on every 80 acres of land within 5 miles of the 
village of Smithville this locality will be in a much more prosperous condition 
than at present. There will be more business for the dentist, for the doctor, 
for the butcher, for the merchant, and for the banker. Everybody ought ta^ 
support the Federal land bank. It benefits town people as well as farmers."' 

It is a partial admission of failure in the original purpose of the act, now 
that some of the Federal land banks and the joint-stock land banks contend that' 
it is necessary to have farms of the size of 240 acres or larger in order tc 
make them profitable farm units. There is more profit in big l,oans than little- 
ones. For this reason they urge that loans be permitted of the size of $25,000 
and larger. 

The loan limit now fixed by the Federal Farm Loan Board is $100 per acre. 
In order to borrow $25,000 a' farmer would need to be the owner of 250 acres 
of land worth at least $200 an acre. It is claimed that the same amount of 
capital is necessary in a new country and in a range country in order to make 
the most profitable farm or range unit. 

If the land were worth $100 per acre the loan limit would be $50 per acre. 
Then the farmer would need to have 500 acres of land to be qualified for a 
$25 000 loan. If the land were worth $20 per acre, the loan rate would be 
$10000 per acre and the farmer would need to have a range of 2,500 acres ia 
order to qualify for a $25,000 loan. If the range land were worth $10 per 
acre, the loan limit would be $5, and the rancher would then need .to have 5,009 
acres in order to qualify for a $25,000 loan. 

Joint stock land banks are permitted to make loans to the amount of $50,000, 
which would involve farms twice the size of these enumerated. 

According to the United States census of 1910 the average size of farms in 
this country was 138.5 acres. In the year 1900 the average size was 146.2 
acres The general tendency is thus shown to be toward the reduction of the 
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size of farms. Experts estimate that the census of 1920 will show the average 
size to be about 130 acres. The joint-stock land banks desire to be subsidized 
by tax exemption so as to increase the size of the farm, and reverse the natural 
tendency. 

The making of these large loans, involving the purchase of additional lands, 
increases the ajze of the farms that now exist and necessarily reduces the num- 
ber of farm homes occupied by owners. This increases farm tenantry, or It 
gives the wealthy landowner a larger farm to operate by the use of hired help, 
while the farm neighbor whom he buys out is obliged to move to the city, seek 
a new location, 6r become a hired hand. Obviously the result of these large 
loans is an increase in the size of farms, and hence a reduction in the number 
of farm homes. The wealthy farmer able to make a big loan buys out his 
neighbor, increases the size of his farm, and reduces the rural population of 
his community. 

"Witnesses for the joint-stock land banks claim that they are entitled to the' 
subsidy of tax exemption, because they furnish the money to borrowers at a 
lower rate than private investors, and that no other commission is charged. 
At the present time 30 joint-stock land banks are authorized to do business. 
Nearly half of these are located in or near Iowa and authorized to make loans 
in that State. 

JOINT STOCK LAND BANKS KECEIVB AS HIGH AS 33 PES CENT COMMISSION. 

Joint-Stock land banks make loans for 33 years and charge the borrower 6 
per cent interest, and also charge the borrower a fair, reasonable, additional 
expense for abstracts, etc. It is no more expensive for them to make one loan 
for 33 years than it would be to put the same loan on their books for five 
years. They sell tax-free bonds at 5 per cent against the 33-year loan, thus 
giving them 1 per cent profit on each dollar of the loan for every year that it 
is unpaid. This gives 33 per cent on that part of the loan that runs 33 years 
and a smaller commission on that sooner paid. 

When the borrowers pay 6 cents interest the banks keep 1 cent and pay 5 
pents for interest on the tax-exempt bonds. At all times during the life of the 
loan one-sixth of the interest paid by the borrower goes to the joint-stock land 
banks as commission. On. a $10,000 loan they start off with $100 commission 
the first year, $99 the second, $97.94 the third, $96.81 the fourth, and $95.62 
the fifth, making a net profit of $489.37 for the first five years of the loan. 
When the loan is finally paid, at the end of 33 years, the borrower on a $10,000 
loan will have paid $13,042.30 interest, of which $2,173.20 will be profit or com- 
mission for the joint stock land bank. 

In the brief submitted to the supreme court by the lawyers for the joint-stock 
land banks ofiicial statistics are quoted to prove that the average interest rate 
on farm mortgages in Iowa is 5.6 per cent, and that the average commission 
paid to loan agents is three-tenths of 1 per cent, making the gross cost to the 
borrower 5.9 per cent. This cost is on loans for five years, on which the mort- 
gages are subject to local, municipal, and State taxes, as well as Federal in- 
come, surtaxes, and normal taxes. This commission of three-tenths of 1 per 
cent gives the loan agent $150, as comijared with the joint-stock land bank 
commission or profit of $489.37, a difference of $339.37 in favor of the joint- 
stock land bank for the first five-year period, in addition to the privilege of 
tax exemption granted to the investor who purchases the bonds. Besides re- 
ceiving more than three times the commission collected for the first five years 
by the regular loan agent, the joint-stock land bank also continues to receive 
1 per cent per annum for the remaining 28 years of the 33-year period on every 
dollar of the unpaid principal. 

REBATE OK EXEMPTION TO BONDHOLDEKS. 

In addition to the very heavy commission received by the joint stock land 
banks, Congress should consider that the wealthy owner of the $10,000 5 per 
cent bond has each year been receiving an enormous rebate on his taxes If 
the man's income was in excess of a million dollars a year and this bond yield- 
ing him $500 per year income was part of that excess, the tax exemption would 
be worth 73 per cent of $500 every year, or $365 per year, a total loss to the 
National Treasury of $1,725 in five years and a loss of $7,300 in 20 years the 
life of the bond. , ' 
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If this same Iowa farmer had borrowed his money from a local Investor 
.-at the current rate of 5.9 per cent, the National Treasury would save $365 
per year, the community where the owner of the mortgage lived would be 
•enriched by the local property taxes charged against it, and the farmer himself 
would have paid one-tenth of 1 per cent less interest every year than that 
■charged by the joint stock land bank. 

In actual practice, 5 and 10 year loans made with reliable insurance com- 
panies or other large investors are renewed from term to term without any 
material expense for preparation of abstracts, renewal fees, etc. The expense 
•of renewals is much less than alleged by joint stock land bank advocates. 

ADDITIONAI, ILLEGAL COMMISSIONS. 

A witness for a joint stock land bank says that no additional commission is 
■charged. It is true that the law specially prohibits officers and employees 
of joint stock land banks from accepting additional commissions from borrow- 
ers, but there seems to be no practicable way of protecting borrowers from the 
extortions of loan agents who recommend the loans. There are rumors of 
such fees and commissions having been charged by the representatives of 
several joint stock land banks, and hearsay reports indicate that commissions 
liave been paid. In all probability many joint stock land bank borrowers would 
receive very prompt rebates if they were officially informed that they were 
•entitled to them. 

It is not the purpose of this statement to cast any reflections upon the 
principal officers of any joint stock land bank. The high personal character 
and business standing of the officers of the Bankers Joint Stock Land Bank 
of Milwaukee is such that they will in advance be exonerated of any com- 
plicity in charging commissions to borrowers through their agents, but the 
following seven affidavits show that great vigilance does not always protect 
the borrowers. These evidences prove that in actual practice some borrowers 
pay commissions in addition to the 1 per cent per annum on the unpaid 
principal. 

State or Minnesota, 

County of Cass, ss: 
John F. Lembke, being duly sworn, deposes and says that in the summer of 
1919, he made a loan from the bankers joint stock land bank of Milwaukee, in 
the sum of $6,000 on his farm in section 13, township 137, range 30, Cass 
•County, Minn., through F. Lillstrom, vice president of the Farmers State 
Bank of Pine River, Minn., the rate of interest thereon being 6 per cent. 
That said Lillstrom received as a commission for making said loan the sum 
of $88 in cash, same being deducted from the proceeds of said loan, over the 
protest of affiant. 

John F. Lembke. 

Subscribed and sworn to before me this 7th day of February, A. D, 1920. 

Eugene L. Fobbbs, 
Notary Public, Cass County, Minn. 
My commission expires May 15, 1921. 



'State of Minnesota, 

County of Cass, ss:- 
Anson Beals, being duly sworn, on oath says that in the fall of 1919 he 
made a loan of $1,500 from the bankers joint stock land bank of Milwaukee 
through Peter Lillstrom, vice president of the Farmers State Bank of Pine 
River, said loan being secured by mortgage on north half of the southwest 
quarter and the northeast quarter of the southwest quarter of section 30, 
township 139 north range 28 West, Cass County, Minn., the interest rate being 
6 per cent That he paid to said Lillstrom from the proceeds of said loan 
the sum of $75 as commission, said amount being retained by said Lillstrom 

i'rom said proceeds. • . „ 

Anson Beals. 

Subscribed and sworn to before me this 14th day of February, A. D. 1920. 

Eugene L. Foebes, 
Notary Puilio, Cass County, Minn. 
' My commission expires May 15, 1921. 
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State op Minnesota, 

County of Cass, ss: 
Glenn A. Glover, being duly sworn, on oath says that in about the month of 
August, 1919, he m9.de a loan from the bankers joint stock land bank of 
Milwaukee, in the sum of $800, bearing 6 per cent interest, on his land in sec- 
tion 2, township 138-29, Crow Wing County, Minn., through P. LlUstrom, the- 
vice president of the Farmers State Bank of Pine Kiver, Minn. ; that said 
Lillstrom charged him, and he paid to said Lillstrom, a cash commission of 
$53 for the making of said loan, said commission being deducted from the pro- 
ceeds of said loan. 

Glenn A. Glover. 

Subscribed and sworn to before me this 7th day of February, A. D. 1920- 

Eugene L. Fokbes, 
Notary Public, Cass County, Minn. 
My commission expires May 15, 1921. 



State of Minnesota, 

County of Cass, ss: 

W. B. Bogart, being duly sworn, on oath says that under date of ■ ,. 

1919, he procured a loan through P. Lillstrom, vice president of the Farmers'' 
State Bank of Pine River, Minn., in the sum of $6,000 from joint-stock land 
bank of Milwaukee, interest rate 6 per cent, for a period of 32 years ; that whea 
settlement was made by him of said loan, that said P. Lillstrom charged him,, 
and he paid to said Lillstrom a cash commission of $100 for making said loan, 
same being withheld from the proceeds of said loan. 

W. B. BOGAET. 

Subscribed and sworn to before me this 6th day of February, 1920. 

Eugene L. Forbes, 
Notary Public in arid for Cass County, Minn.. 

My commission expires May 15, 1921. 



State of Minnesota, 

County of Cass, ss: 
Asa L. Grover, being duly sworn, on oath says that in the fall of 1919, he- 
made a loan in the sum of $2,500 from the bankers' joint-stock land bank of 
Milwaukee, through Peter Lillstrom, vice president of the Farmer's State Bank, 
of Pine River, Minn., bearing 6 per cent interest, securing same by mortgage ott 
the E. i SB. i, 18-137-29, and the SW. i NW. i, 17-137-29, Cass County, Minn. ; 
that he paid to said Lillstrom, from the proceeds of said loan the sum of $75- 
commission for making said loan, including the making out of papers. 

Asa L. Glover. 

Subscribed and sworn to before me this 11th day of February, A. D. 1920. 

Eugene L. Forbes, 
Notary Public, Cass County, Minn. 
My commission expires May 15, 1921. 



State op Minnesota, 

County of Cass, ss: 
Asa D. Trout, being duly sworn, deposes and says that in the month of 
August, 1919, about August 20, he made a loan of $2,000 from the bankers' 
joint-stock land bank of Milwaukee, through P. Lillstrom, the vice president of 
the Farmers' State Bank of Pine River, Minn., covering W. i NW. i section 27,. 
township 138, range 30, Cass County, Minn. That from said loan or the pro- 
ceeds thereof, he paid the sum of $70 as commission to said Lillstrom or saidi 
bank, said sum including expense of making out papers. 

Asa D. Trout. 
Subscribed and sworn to before me this 9th day of February, 1920. 

Eugene L. Forbes, 
Notary Public, Cass County, Minn.. 
My commission expires May 15, 1921. 
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State of Minnesota, 

County of Cass, ss: 
Ola Goranson, being duly sworn, deposes and says that in the summer of 1919, 
he made a loan of $3,000 from the bankers' joint-stock land bank of Milwaukee, 
through Peter Lillstrom, vice president of the Farmers' State Bank, of Pine 
River, Minn., said loan being secured by mortgage on south half of northwest 
quarter of section 36, township 138, range 30, Cass County, Minn., the interest 
rate being 6 per cent. That he paid to said Lillstrom from the proceeds of said 
loan the sum of $75 as commission, said amount being retained by said, Lill- 
strom from said proceeds. 

Ola Goranson. 

Subscribed and sworn to before me this 16th day of February, 1920. 

Eugene L. Forbes, 
Notary PuJ)Uc, Cass County, Minn. 
My commission expires May 15, 1921. 



BIG BORROWERS CAN NOT BE POOR MEN. 

It is argued that $25,000 loans are necessary in order that young men, poor 
men, and farm tenants may be enabled to purchase farms large enough to be 
profitable farm units. In order to get a loan of $25,000, the borrower must 
have cash or property free from encumbrance valued fully $25,000 in order 
that he may be qualified to make such a loan, because the loan must be secured 
by property valued at $50,000. The absurdity of Government aid to these rich 
landowners Is apparent when we consider that the average wealth of the 
United States was in 1910 only $521 for each person. 

Mr. C. N. Williams, president of the Farmers Trust Co., -of Indianapolis, has 
been in the farm-loan business for 38 years, making loans from the Indian- 
apolis office in the high-grade territory of Ohio, Indiana, Kentucky, Illinois, 
and Missouri. He represents life insurance companies. He says : 

" The man who wants to borrow $25,000 is not a poor man and when he 
wants to borrow 50 per cent of the value of his ground and 20 per cent of the 
value of his buildings, it is for speculating purposes, and that amount is some- 
thing that very few, if any, tenants require." 

He contends that the great majority of farm loans are below $10,000 in 
amount and he gives data from his own experience in the high-grade territory 
in which he loans to prove the correctness of his assertions. From the books of 
his company he shows that the applications from September 1, 1919, to De- 
cember 19, 1919 — 2i months — indicate the loans considered to have been classi- 
fied as to size, as follows: , 

Loans from $1,600 to $10,000, 252 in number, $1,422,000 ; average, $5,642. 

Loans from $10,000 to $20,000, 45 in number, $639,000 ; average, $14,200. 

Loans over $20,000, 4 in number, $126,200; average, $31,550. 

Grand total, 301 loans ; amount, $2,187,200 ; average, $7,266. 

Experience of other loan agents in new territory, where lands are not so 
high, will prove that the average loans are smaller than those In the Indian- 
apolis territory. This being the case there can be no reasonable excuse for 
subsidizing banks or bondholders to secure money .for large loans to aid real 
estate speculators and the doubling up of large farms. 

MERITS AND DISADVANTAGES OF INSTALLMENT LOANS. 

It is asserted by witnesses for joint-stock land banks that they should be 
sranted the tax exemption privilege because they make loans on the amortiza- 
tion basis for a 33-year term and that this is of great benefit to the borrower. 
The payment of debts like the saving of money is as much a psychological as an 
economic proposition. In order to promote thrift, the debtor should be stimu- 
lated to pay his debt as rapidly as possible rather than encouraged to defer 
his debt payments for a long period, so as to be compelled to pay interest for 
many years. There is no particular magic in the payment of a debt m install- 
ments of exactly the same size for 33 years. , . , ■ , , 

The borrower, who is 40 years of age at the time he makes his loan would 
be 73 before the last payment comes due. His expectancy, according to the life- 
insurance tables, is shorter than the term of his loan. He therefore knows that 
the probabilities are that death will overtake him before his loan is paid. Dur- 
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ing the early period of his loan the borrower will be vigorous and his earning 
capacity will be much greater than during the later years. It therefore natu- 
rally follows that he ought to be able to pay more in the immediate future than 
at later times. The appraiser can, with considerable accuracy, estimate the 
earning capacity of a borrower and the productive qualities of his farm during 
the 5, 10, or 15 years following the making of the loan. No one can, with any 
certainty, predict 30 or 40 years in the future. For these reasons there are 
good arguments in favor of amortizing the loans by small annual payments 
diminishing in size each year, making the payments easier as the borrower 
grows older, until they vanish entirely at a stated date in the future. These 
installments can be made sufficiently small to suit the capacity of the borrower 
and he earlier reduction of the principal increases the security of the lender 
and reduces the interest expense to the borrower. 

The selling of household furniture and the loaning of money on the install- 
ment plan has always been a favorite method of those who desire to secure big 
prices because the payer by liquidating his obligation in small installments does 
not realize that the aggregate of the payments is large. 

A comparison of the amount of interest and commission paid on several loans 
running for different periods at the same rate of Interest shows startling results 
against the borrower for the long period. It also shows that the diminishing 
payment amortization plan is much cheaper for the borrower than the equal 
payment plan used by the joint-stock land banks. 

A loan of $1,000, drawing 5i per cent interest, payable in 20 annual install- 
ments of $50 plus the interest, would be liquidated in 20 years. Under this 
plan the payments would diminish $2.75 each year, starting with $105 and 
ending with $52.75. The total amount of interest paid would be $537.50. If 
the investor refunded this loan at 4J per cent, giving him 1 per cent commis- 
sion or profit at all times on the unpaid principal, the commission would be 
$97.78. / 

The same loan of $1,000 made for 35 years, at the same rate of 5* per cent 
interest, payable $65 each year, would be liquidated at the end of 35 years, at 
which time the borrower would complete the payment of $1,272.50 interest. He 
would pay about two and one-half times as much interest for the 35-year loan 
on this plan as he would for a 20-year loan on the plan of paying a diminishing 
amount each year. If the investor refunded this loan at 44 per cent, allowing 
him 1 per cent for commission or profit, the commission would be $231.76. 

If the same loan of $1,000 was made at the same rate of 5i per cent, with $25 
payable each year on the principal, plus the Interest, the loan would be liqui- 
dated in 40 years and the total interest which the borrower would pay to the in- 
vestor would be $1,127.50. If this loan were refunded at 4J per cent, the same 
as the 35-year loan, allowing the investor 1 per cent commission, the com- 
mission would be $205. Under the plan of a diminishing payment each year the 
borrower would be given 40 years in which to pay* his debt instead of 35 years, 
the amount of interest would be $145 less than for the 35-year loan, and the 
commission to the investor would be $26.76 less than for the 35-year loan. The 
borrower would have five years more time in which to pay his debt besides 
saving $145 interest. '' 

At first thought it does not seem possible that $1,000 could be borrowed for 
40 years at less expense than for 35 years, the interest rate being the same in 
both cases. That this is possible is due to the more rapid reduction of the 
principal in the early life of the loan. Under the equal-payment plan the 35- 
year loan would be reduced only $10 at the end of the first year, while under 
the other plan the 40-year loan would be reduced $25 at the end of the first 
year. The 40-year borrower would save the interest on $15 of principal for all 
subsequent years. At the end of 20 years the 40-year borrower would owe only 
$500 while the 35-year borrower would still owe $651.32. The first payment on 
the 35-year loan would be $65, while the first payment on the 40-year loan would 
be $80, but the payments on the 40-year loans would be constantly diminishing 
while the 35-year loan payments would remain the same. After the eleventh 
year the payments on the 40-year loan would be smaller than the payments on 
the 35-year loan, and during the last 10 years the payments on the 40-year loan 
would only be about half the size of the payments on the 35-year loan. 

The borrower from a joint-stock land bank who obtains a loan of $1,000 at 
6 per cent interest, repayable in 33 years by equal semiannual payments of $35 
each, pays a still higher amount of interest, the total Interest being $1,304.23. 
The bonds of these banks are refunded at 5 per cent, giving the joint-stock land 
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banks 1 per cent profit on the unpaid principal. Tliis commission is one-sixth 
of the total Interest paid, $217.37. 

When the interest cost of $1,304.23 paid to a joint-stock land bank for a 6 
per cent 33-year loan is compared with the small amount of $5Si7.50 paid on a 
20-year 5i per cent loan, payable in 20 diminishing annual installments, it be- 
comes apparent that the borrower would be greatly benefited if he could be 
stimulated or inspired to take the 20-year loand and by greater effort discharge 
more of the principal during the early years. 

If it were Impossible for the borrower to discharge the debt in 20 annual 
payments he could, without question, pay the annual Installments of one- 
fortieth of the principal and thus be permitted to carry the loan for 40 years 
It an expense of interest of $176.73 less than would be the cost of borrowing it 
from the joint-stock land banks at 6 per cent for 33 years on the fixed payment 
basis. 

The borrower who can arrange to liquidate his loan in 20 diminishing annual 
amortization payments would be called upon to pay only about two-fifths as 
much interest or commission as one who borrowed for 33 years or 35 years 'on 
the equal annual amortization payments, as required by the joint-stock land 
banks and Federal land banks. If the circumstances of the borrower are such 
that he could not liquidate his loan in 20 years or secure a 40-year loan, he could 
borrow the money for 20 years and make payments on the diminishing-payment 
amortization plan which would result in paying half of the loan in 20 years. 
At the end of 20 years, if not able to pay the balance, he could reneW' or make 
a new loan for the other 20 years. This would give him the advantages of the 
40-year plan and would enable the land bank to safely finance his loan by selling 
a 20-year bond. Reference to the tables will show that this would be much 
more economical for the borrower than the fixed payment amortization plan 
followed by the Federal land banks and the joint-stock land banks. 

Several insurance companies are making loans on the 20-year amortization 
plan. One company has adopted a plan which makes the payments easy for the 
borrower and insures the liquidation of half of the loan in the 20-year period. 
This company does not require any of the principal to be paid during the first 
three years. For the next 17 years 3 per cent of the principal is paid annually. 
At the end of 20 years 51 per cent of the principal has been paid. Under the 
33-year plan of the joint-stock land banks, at the end of 20 years only 37.7 per 
cent of the principal has been paid. This leaves the borrower in debt only 
$490 on a thousand under the insurance company plan, and in debt $623 on a thou- 
sand under the joint-stock land bank plan. At the same rate of interest he 
would during the 20 years pay considerable more interest on the joint-stock 
land bank loan than on the insurance company loan. 

A critical examination of the tables showing the life of the loan under the 
equal-payment plan of amortization and under the diminishing-payment plan of 
amortization shows that the joint-stock land bank plan offers no advantages 
which entitle it to the subsidy of tax exemption. 



124 EXEMPTION OF FEDERAL FAEM LOAN BONDS FROM TAXATION. 



C3 



I 



e S 















IP 



Pk<D bD 



en ® 






8SS 



i>oeo»oooc<i 






»O<«30)O0S00«Dm-*C<lrH0i00(--l0TfCC^O00I--« 






ioow3Ciino»oomo>oow30>nomo»oQirao'oo'^QU50iocu50>o 



o>oJOiOsooo6oooot*t-t-t^»(00<ciioio»omTr-^^-^coeceopo 



•si cj 
O..S 

p,a 

Oft 



.ftS 






<ft 



lO tPMMC<li-H- 



>1 Qt^ 



t^icM oscoeo 



oioi-i r^ecc 



.oiioioo>ooc<ii-(eD«DC>noio.-'i:ooooocoicioecco->»icoTf-^ticor;-«s; 

I rv^ V** I rt -'--\ h.J r^ ^ ^ J *vi i*rf- «w ^^ r^ /^^ j^^ ra t« pf^ fV% f^ /^ Tti f^m fVi ^3 Irt (V rft 



^i-Hi-H-<i-lrHr-ir-li-HiHi-HiHrHCMO)C^C*SpJNNeimCOMCO 



aicJOioooiCJOioscoooc" 



0(O-* CO "-C CD 00(000 

5 O O t-^ (N >0 iC M t-^ OJ 
^ .. w- .--,.-.,_, .. lO T-H O N I> C<1 t— "-no 

ooot^r~i>-i-*i-0(Dco'Cira*nxii-v^cococ^c>i ■h>-h 



oooooooooooc 

odooooooooooooooooc 
lOOiooiQO'ooiooiraoiooujoioc'J 



PIS 



DO O O >0 O lO 



lONOltD-Tjii— IOOiOC001>-Tti(MOJtD 



Cn 

s 



W(^^co■*^raot»•C«OiO'--^C^coTf^^Cl:Ol^OOOiQ'HC^eo^lOO^-ocmO'HNM■^^'llr; 



EXEMPTION OF FEDERAL EAEM LOAK BONDS EKOM TAXATION, 125 
Joint Stock Land Bank Plan, 33 Years. 

'7'aUe .shvunnp payments of principal and interest for a loan of $1,000 at 6 per 
cent interest, repayable in 33 years by means of semiannual installments 
of $35. 



Payment No. 



Install- 
ment. 



J35.00 
35. 00 
35.00 
33.00 
35.00 
35.00 
35.00 
35. 00 
35.00 
35.00 
35.00 
35.00 
35.00 
35. 00 
35. 00 
35.00 
35. 00 
35. 00 
35. 00 
35.00 
35.00 
35.00 
35.00 
35 00 
35.00 
35.00 
35. 00 
35.00 
35.00 
35.00 
35. 00 
35. 00 
35.00 
35.00 
33.00 
35.00 
35.00 
35.00 
35. 00 
35.00 
35. 00 
35. 00 
35. 00 
35.00 
35.00 
35.00 
35.00 
35.00 
35.00 
35.00 
33.00 
35.00 
35.00 
35.00 
35.00 
36.00 
35.00 
33.00 
35.00 
35.00 
35.00 
35.00 
35.00 
35.00 
35.00 
29.23 

2, 304. 23 



Interest. 



S30. 00 
29.83 
29.70 
29. 54 
29.37 
29.20 
29.03 
28.83 
28.67 
28.48 
28.28 
28.08 
27.87 
27.66 
27.44 
27.21 
26.98 
26.74 
26.49 
26.23 
25. 97 
25.70 
25.42 
25.13 
24.84 
24.53 
24.22 
23.89 
23.56 
23.22 
22.86 
22.50 
22.13 
21.74 
21.34 
20.93 
20. 51 
20.07 
19.62 
19.17 
18.69 
18.20 
17.70 
17.18 
16.64 
16.09 
15.53 
14.94 
14.34 
13.72 
13.08 
12.42 
11.73 
11.05 
10 33 
9.59 
8.83 
8.04 
7.23 
6.40 
5.54 
4.66 
3.73 
2.81 
1.85 
.83 

1, 304. 23 



Applied 

on 
principal. 



$5.00 

.5.15 

3.30 

5.46 

5j63 

5.80 

.5.97 

6.13 

6.33 

6.-52 

6.72 

6.92 

7.13 

7.34 

7.56 

7.79 

8.02 

8.26 

8.51 

8.77 

9.03 

9.30 

9.58 

9.87 

10.16 

10.47 

10.78 

11.11 

11.44 

11.78 

12.14 

li.60 

12.87 

13.26 

13.66 

14.07 

14.49 

14.93 

15.38 

15.83 

16.31 

16.80 

17.30 

17.82 

18.36 

18.91 

19.47 

20.06 

20.66 

21.28 

21.92 

22.68 

23.25 

23.95 

24.67 

23.41 

26.17 

26.96 

27.77 

28.60 

29.46 

30.34 

31.25 

32.19 

33.15 

28.38 



Principal 

still 
unpaid. 



$995. 00 
' 989. 85 

984. 36 
979. 09 
973. 46 
967. 66 
961. 69 
955. 54 
949. 21 
942.69 
935. 97 
929. 06 
921. 92 
914. 58 
907. 02 
899. 23 
891. 21 
882. 95 
874. 44 
86.5. 67 
856. 64 
847. 34 
837. 76 
827. 89 
817. 73 
807. 26 
796. 48 

785. 37 
773. 93 

762. 15 
7.50. 01 
737. 51 
724.64 

711. 38 
697. 72 
683. 63 

669. 16 
654. 23 
638. 85 
623.02 
606. 71 
589. 91 
672. 61 
554. 79 
536.43 
517. 52 
498.05 
477. 90 
457.33 
436.05 
414. 13 
391. 55 
368.30 
344.35 
319. 68 
294. 27 
268. 10 
2tl. 14 
213.37 
184. 77 
155. 31 
134.97 

93.72 
61.53 
28.38 



At end 
of— 



1 year. 

2 years. 

3 years. 

4 years. 

5 years. 
years. 

7 years. 

8 years. 

9 years. 

10 years. 

11 years. 

12 years. 

13 years. 

14 years. 

15 years. 

16 years. 

17 years. 

18 years. 

19 years. 

20 years. 

21 years. 

22 years. 

23 years. 

24 years. 

25 years. 

26 years. 

27 years. 

28 years. 

29 years. 

30 years. 

31 years. 

32 years. 

33 years. 
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Joint Stock Land Bank Plan, 33 Xeabs — Continued. 

Recapitulation. 
[Ontl,0001oan.] 



Interest 

paid by 

borrower. 



Connnis- 
sion to 
bank on 1 
per cent 
margin. 



20-year diminishing annual payments 

40-year diminishing annual payments 

35-year equal annual payments (Federal Land Bani plan) 

33-year, 66 equal semi-annual payments, joint stock land bank plan . 



S537. 50 
1,127.50 
1,272.50 
1,304.23 



$97.73: 
205. 0» 
231.76. 
205.00 



Interest saved by borrower by the 20-year diminishing amortization plan: 
On 110,000 loan- 
Cheaper than the 35-year Federal land bank plan $7, 350. Oft 

Cheaper than 33-year joint stock land bank plan 7, 667. SOi 

Interest saved by borrower by the 40-year diminishmg payment amortization plan: 

Cheaper than 35-year Federalland bank plan 1, 460. Oft 

Cheaper than 33 year joint stock land bank plan 1, 767. 3ft 

FAKMEB loses 5346.50 MOKE. 

A distinct loss to the borrower and a ' corresponding gain to the joint-stock 
land banks results from the half yearly or semiannual payments required by 
the banks. Under the usual plan of debt payment, interest is paid at the end 
of each year. By requiring payments every six months the joint-stock land 
banks make an additional net profit equal to the interest for sis months on 
one payment each year. 

The farmer owing a debt of $10,000, with $350 of interest and amortization 
payment coming due in April and October of each year, will learn this to his- 
regret the first time the April payment finds him without the ready cash. If 
he borrows the $350 for six months to make the April payment at 6 per cent, 
the same rate as charged by the joint-stock land bank, when he sells his grain irt 
October he will make the second payment to the joint-stock land bank and then 
pay the short-time note given for the money paid in April. The interest cost 
on the April payment will be $10.50. During the life of the loan the farmer 
will make 33 advance payments of this kind, in which he will lose the interest 
and the joint-stock land bank will each time have the money for six months 
to loan to some other farmer at 6 per cent interest. The esact loss to the 
farmer during the 33 years will be $346.50. This $346.50 is in addition to the- 
difference between the payment of a debt by the annual diminishing payment 
plan of amortization and the semiannual equal-payment plan of amortization, 
as shown by the tables and the recapitulation. 

A joint-stock land bank with $500,000 capital may have loans in force to the- 
amount of fifteen times its capital stock, or $7,500,000. This equals 750 loans of 
$10,000 each. The annual profit from interest on these semiannual payments- 
would be $7,875 more than if the payments were made annually. In aperiod 
of 33 years this extra profit would amount to $259,875 without taking into con- 
sideration the compound interest, which would make the extra surplus then oq 
hand for dividends to stockholders half a million dollars. This would be in 
addition to the profits from regular interest charges and from the premiums on. 
tax-free bonds sold above par. 



TWO CLASSES OF BOREOWERS. 

Borrowers are of two classes. One class may be called investment borrowers, 
because they borrow to make a profit over and above the interest cost by use 
of the borrowed capital in business. For such borrowers the full amount of the- 
loan can best be used for the full period and amortization loans are > not 
desirable. 

The other class may be called debt-paying borrowers. They borfow to pay 
the purchase price of property or for other temporary uses with the object in 
view of paying the debt as soon as compatible with good business management. 
Fo such borrowers, amortization plans are desirable and the diminishing pay- 
ment plan is the best and most economical of the two. 



EXEMPTION OF FEDERAL FARM LOAK BONDS FROM TAXATION. 127 

DANGER OF FINANCING S3-YEAE LOANS ON 20-yEAR BONDS. 

Although the joint-stock land banks and the Federal land banks make 33-year 
and 35-year loans, respectively, the funds by which these loans are made are 
obtained by the sale of 20-year bonds. The Federal land banks decided that 
20-year bonds would be more readily salable than 35-year bonds. The joint- 
stock land banks did not find it feasible to enter the market with bonds having 
a longer maturity period than those issued by their competitors, the Federal 
land banks. 

In other words, the banks borrow money for 20 years and then loan it on a 
close margin for 33 or 35 years. This kind of financing is hazardous in the ex- 
treme. Carefully compiled statistics of interest rates for the last 70 years show 
frequent and important fluctuations. Interest rates depend upon the demand for 
money and not upon the amount of money in circulation. It was the theory of 
some economists a few years ago that an increase of the circulating medium per 
capita would reduce the rate of interest. The experience of the last 10 years 
proves that the contrary is sometimes the case, as interest rates are now much 
higher than they were in 1900, or 1910. 

The danger of financing 33-year loans with 20-year bonds was admitted by 
one of the representatives of the joint-stock land banks when he said, in referring 
to their profits, that there is no way at the present time to determine the inter- 
est rates that will prevail 20 years hence. If interest rates are higher, the 
banks would be obliged to refund the bonds at a higher rate and they might 
lose more money in the last 13 years of the life of the loans than they made dur- 
ing the first 20 years. If the interest rate is higher, the borrowers will not pay 
their loans before they are due, while the bondholders will insist upon payment 
of the bonds. 

CONGEESS AND FAEMEK STOCKHOLDERS WILL WORRY. 

The danger of being compelled to refund bonds at the end of 20 years a:t a 
higher rate of interest does not worry the officials of the Federal land banks, 
because they have no interest in the profits or losses of the institutions under 
their management. They are salaried officials, responsible only for the dis- 
charge of their duties according to law and not personally liable for economic 
■ blunders or policies. 

Congress and the farmer stockholders of the Federal land banks will be the 
only ones to worry if it becomes necessary to incur a loss at the end of $20 years 
by refunding the bonds at a higher rate of interest.) 

The officials of the joint-stock land banks are directly interested in the 
earnings of their bank stock and the uncertainty of the last 13-year period of 
their loans now gives them occasion for anxiety. 

In order to be exactly correct, it should be noted that one of the joint-stock 
land banks has avoided the blunder of financing 33-year loans with 20-year 
bonds. This is the Iowa .Joint Stock Land Bank, of Sioux City, the first one 
chartered. The able financier who formulates the policies for this bank pro- 
vides for 20-year loans financed by 20-year bonds. When the bonds mature, the 
collections from the loans will provide for their retirement. World wars, 
famine, pestilence, or inflations of the currency will not cause that bank any 
embarrassment in retiring its bonds. 

BLUE-SKY ARGUMENT USED TO GET 33-YEAR LOANS. 

It is easier to loan money for 33 years than for 20 years, because the annual 
payment is smaller and the borrower is persuaded to take the longer loan, be- 
cause he is lured by the promise of small annual payments and does not under- 
stand fully the added cost of the loan for the longer period. It is no more 
trouble to the loan agents to make a 33-year loan than to make a 5-year loan, 
and he therefore prefers to make the long-time loan with its correspondingly 
bigger profits. 

Borrowers have been grossly deceived by much of the propaganda circulated 
regarding anrortization loans. Assertions are made about the economy of the 
scheme which a mathematical analysis of the tables will prove to be wrong. 
The claims of superiority presented under the indorsenrent of Government of- 
ficials are in the main unquestioned by the borrowing public. Reference to the 
tables will show by analysis of the statements herein made that there is no rea- 
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sonable ground for granting subsidies to rich investors and joint-stock laud 
banks in order to continue the tax exemption of joint-stock land bank bonds. 

The large amount of loans made in Iowa by joint stock land banks at a rate 
higher than the average rate charged by private investors does not prove that 
the borrowers have been or will be benefited by the loans of these subsidized 
joint stock land banks. It merely shows that the borrowers have been made 
to think that they will be benefited by the 33-year loans. 

A witness before a congressional committee this winter, arguing in favor of 
a national blue sky law, testified that over a billion dollars' worth of promotion 
stocks in blue-sky concerns had been sold in Iowa within the last 12 months. 
The investors in these blue-sky stocks were persuaded that it would be to their 
advantage to exchange their cash or Liberty bonds for promotion stocks in .oil 
wells, packing companies, and other similar corporations represented by aggres- 
sive stock salesmen. 

Canvassers for these amortization loans " that never come due " have pre- 
sented arguments as alluring as those used by salesmen of promotion stocks in 
blue-sky concern. Many of the borrowers have been led to believe that a new 
method of killing oif mortgages has been discovered, much easier than the 
honest payment of interest and principal. 

The official literature of the Federal Farm Loan Board has been guilty of 
arguments of a shady character meriting the most severe criticism. In the 
Borrowers' Bulletin for April-May, 1919, a long explanation of the interest rate 
was given, closing with the positive statement that the interest rate is only 3.6 
per cent on the money borrowed. 

In Farm and Fireside for October, 1919, a long article extolling the farm- 
loan system was published, credited to Hon. C. E. Lobdell, of the Federal Farm 
Loan Board. In that article the statement was made that the interest rate to 
the farm borrower is " a little less than 4 per cent over a long period of years.'' 
When the attention of the judge was called to this inaccuracy, he disclaimed 
responsibility for it in private correspondence, and it appears that the objection- 
able sentence was inserted by the editor of the paper, who was familiar with 
the arguments used by .advocates of the system. The November, December, 
January, and February issues of the magazine have since been published, but 
no correction of the error has been made ; neither has the Federal Farm Loan 
Board seen fit to publicly repudiate this untruthful statement. Such propa- 
ganda will deceive many people into borrowing money, but before the 33 years 
lias elapsed they will discover that they are compelled to pay the full rate of 
interest on every dollar that they owe for every minute that they owe it, and 
that the 3.6 per cent rate is a fiction for the use of loan canvassers. 

POLITICAL INFLUENCE OF JOINT-STOCK LAND BANKS. 

During the first week of January, 1920, 25 or 30 very able gentlemen repre- 
senting joint-stock land banks made thorough canvass of Congress prior to the 
hearing of January 10, 12, and 13 before the Senate Committee on Banking 
and Currency. Congressmen were also deluged with telegrams sent at the insti- 
gation of joint-stock land bankers from their home districts, urging a continua- 
tion of the tax exemption of joint-stock land bank bonds. These gentlemen 
with the assistance of letters and telegrams from home, made a very strong 
impression on Congressmen who were hastily called aside from consideration 
of the peace treaty and problems involving the payment of the national debt 
to be told of the terrible catastrophe which would happen to agriculture if 
the owners of future issues of joint-stock land bank bonds were required to pay 
taxes upon them. So much sympathy was created for the 30 joint-stock land 
banks begging for a continuation of the tax-exemption subsidy that many 
Congressmen forgot all about 29,000 other banks and 110,000,000 people who 
will be unjustly treated if this subsidy is continued. 

For the last two years owners of joint-stock land banks have vigorously 
encouraged the organization of more such banks. This unusual anxiety to 
create competitive banks was due to the hope that several hundred joint-stock 
land banks judiciously distributed over the United States would be politically 
so powerful that Congress would be unable to repeal the law granting them a 
tax-exemption subsidy after the voters discovered the way in which the Na- 
tional Treasury was being mulcted and demanded a change in the law. 

One of the objects of the witnesses at the hearing of January 10, 12, and 13 
was to assure the Senate committee that there is no probability of any more 
joint-stock land banks being organized and that therefore it would not be 
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dangerous to continue tlie tax-exemption subsidy to the 30 tliat have received 
charters. 

It is well known to witnesses who were present at the hearing that the stock 
has been subscribed and all preliminary arrangements perfected for the Imme- 
diate organization of many joint-stock land banks if the case now pending In 
the Supreme Court is decided in their favor and the Smoot bill is defeated. If 
Congress and the Supreme Court decide in favor of the joint-stock land bank 
exemption subsidy, the statement made on the floor of the Senate in July that 
nearly 100 joint-stock land banks would soon be organized will be found to be 
correct. . 

In order that they might have more political influence, the organization of 
more joint-stock land banks has been constantly advocated by those already in 
the business. 

At a convention in Chicago in September, 1919, Mr. George Ramsey, of the 
Montana-Idaho Joint Stock Land Bank, eloquently urged the organization of 
numerous joint-stock land banks and declared that there is room enough in 
Montana alone for 20 or 30 of them. He probably exaggerated the capacity of 
Montana for supporting joint-stock lana banks, but lie did not exaggerate the 
tendency toward the creation of institutions capable of transforming taxable 
securities into tax-exempt securities. 

On Thursday, January 15, only two days after the joint-stock land bank men 
had assured the Senate committee that there was no danger of more joint-stock 
land banks being organized, the Federal Farm Loan Board appeared before the 
House Appropriation Committee and urged the allowance of an appropriation 
of $317,640 for expenses for next year instead of $241,820, the appropriation 
for expenses made for this year. One of the reasons for this increase of 
$75,820 was the expected increase in the number of joint-stock land banks. 

Mr. Lever, of the Federal Farm Loan Board, said: 

" If the Supreme Court of the United States takes no adverse action upon 
the pending suit with reference to the joint-stock land banks and Congress takes 
no action with reference to joint-stock land banks, as proposed by Representa- 
tive McFadden and Senator Smoot, the board feels, and I think there can be 
no doubt of it, that instead of having 30 of these institutions operated in this 
country as now, by this time next year there will be possibly 100 or 150' of 
them. They will all be sending their work here, and it Is to take care of a 
possibility of that kind that Capt. Smith thinks it would be wise lor Congress 
to give us this emergency appropriation." 

Congressmen observed the tremendous pressure which 30 banks were able 
to exert through both political parties and through home influences during the 
first two weeks of January. This is just a suggestion of what will happen 
when reform legislation on this tax subsidy is suggested after 150 joint-stock 
land banks get their claws securely fastened on the moneybags of Jhe National 
Treasury. 

COUM CONTINUE WITHOUT TAX EXEMPTION. 

It was argued by representatives of joint-stock land banks that they would 
be compelled to go out of existence if the tax-exemption privilege is repealed. 

The joint-stock land banks loan at a flat rate providing a commission of 1 
cent on the dollar for every year that any part of the principal is unpaid. They 
are private institutions managed by men directly Interested in the profits, 
necessarily experts in the farm-loan business. It is, therefore, to be expected 
that thev can give better, more prompt service, and more economical general 
managernent than the Federal land banks, officered and managed by appointees 
often selected because of political availability rather than special capacity. 

The Federal land banks are loaning at 5J per cent money received from the 
sale of 4* per cent bonds. In spite of their handicap of politically appointed 
officials thev claim that they will be able to pay a dividend, so as io reduce 
their sn'read or margin to half of 1 per cent. The Federal land banks require 
snecial office buildings and a large amount of clerical help, with high-salaried 
general officers. Joint-stock land banks are often organized as auxUiaries to 
Sther private financial institutions, trust companies, or banks. In one case 
two ioint stock land banks are located in one building as auxiliaries of a local 
commercial bank Officers of the commercial bank are officers in both of the 
?oint stock land banks, the same men serving in all three institutions, and the 
same building serving for all three institutions. This reduces the expense for 
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officers' salaries, rents, and general supervision to a minimum, actual extra 
expense involved being extra clerk hire, examiners, and other subordinates, de- 
pending in number upon the amount of business transacted. 

The expenses of making loans in pioneer localities under hazardous conditions 
are much larger than in older States, where conditions are more stable. The 
margin of cost is necessarily greater where loans are made in an undeveloped 
country in amounts of $1,000 to $2,500 than the cost in States where the crops 
are sure and their loans run in size from $10,000 to $40,000. In order to insure 
the success of joint-stock land banks, financed by taxable bonds, the banks 
should be permitted to charge a slightly higher rate in localities where loans 
are small and conditions hazardous. The area in which joint-stock land banks 
are permitted to make loans ought to be enlarged. If confined to two States, 
they are likely at any time to be hampered or put out of business by adverse 
State legislation, such as the creation of State rural-credit systems. If their 
territory were enlarged to include four or five States instead of two, regional 
advantages would be preserved and the stability and permanence of the banks 
would be greatly strengthened. Under the present law joint-stock land banks 
are likely to be organized in great numbers in desirable territory and the 
undesirable territory is likely to be neglected. If banks are organized in unde- 
sirable territory, there is no guaranty that they will succeed when confined to 
two States. With these amendments to the law, joint-stock land banks should 
succeed and be useful financial institutions without the tax exemption of their 
tonds. 

At the present time the market for securities is unsettled, not having returned 
to normal conditions following the war. The privileges accorded to joint 
stock land banks are expected to extend into the distant future. It seems rea- 
sonable with lower expenses, greater efficiency of management, and no dividends 
to pay to borrowers, that under normal conditions the joint stock land banks 
ought to be able to successfully compete with Federal land banks without the 
Government subsidy of tax exemption. 

Just at the present time they might not be able to sell- their bonds at a 5 
per cent rate,- but if they sold the bonds at a 5.7 per cent rate on their Iowa 
loans they would still be making more money than Iowa private investors, 
according to their own data furnished to the Supreme Court and the Senate 
committee. Under ordinary circumstances they ought to have no trouble in 
selling their bonds at 5.25 to 5.40. Those which are organized in connection 
with other banks, so as to be run on an economical basis, could temporarily 
operate with a small amount of business without incurring serious losses, be- 
■cause they are really only departments of other banks. The advantage of 
•Government examination of their securities and Government supervision of 
their bond issues gives them prestige over private concerns in the bond market. 
One of ■ the witnesses before the Senate committee, in trying to prove that 
joint stock land banks were necessarily run on a very close margin, stated that 
the report of exorbitant profits made by one joint stock land bank was due 
to the fact that profits made out of stock sales had been erroneously incorpo- 
rated with profits made out of loans. This statement by the witness refers to 
the fact that one joint stock land bank sold $300,000 worth of stock in the early 
part of 1919 at $125. It would be interesting to incorporate in the proceedings 
of this hearing some of the statements about profits made by stock salesmen 
when they were canvassing for the sale of that stock. They would doubtless 
afford a strong contrast with the statements made by representatives of the 
joint stock land banks to this committee January 10, 1920. 

MOST LOANS AEE MADE IN LOW-EATE TEEEITOKT. 

Witnesses declare that evidence taken by congressional committees before 
th farm Joan act was enacted showed that high rates of interest had been 
charged. The interest rates in Iowa and the more reliable food-producing 
States were a shade lower prior to 1916 than they are at the present time. 
These are the States in which most of the joint stock land bank 6 per cent loans 
have been made. Evidence of excessive rates up to 16, 18, and 20 per cent fur- 
nished to the congressional committee is chiefly valuable now for its uses as a 
sympathy exciter by those who desire to continue the tax exemption of land 
bank bonds on loans made in low-rate territory. 

Investigation will prove that such high rate loans are nearly always made where 
the security is very poor and where the loans are very small, so that the risk 
and the expense of taking care of the loan is more than ordinary. Great sym- 
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pathy is always expressed for the small borrower who pays high rates of in- 
terest. In the early literature of the Federal Farm Loan Board much was said 
abtout the poor man who could obtain a farm loan as low as $100 and the 
assistance to be rendered the small borrower was given as a reason for favoring 
the law. It only required a few months' experience to show that such small 
loans could not be made at a very low rate and the tendency of both the Fed- 
eral land banks and the joint stock land banks has been to avoid small loans 
and to seek the larger loans. 

It has been successfully demonstrated that joint stock land banks seek the 
best loaning territory and that they are very profitable. Several banks have 
begun to make loans in high-rate territory in the locations where farming is 
hazardous and the risks dangerous, but none of these have been in operation 
long enough to prove that they can succeed. It will be necessary for them 
to demonstrate to investors that the securities back of their bonds are reliable 
in order to develop a market for their bonds. It will be more expensive to 
sell bonds based on small mortgages taken in semiarid districts than those of 
reliable farming territory as well as more expensive to produce the loans. 

rOKECLOSUEES AND HIGH BATES ON DELINQUENCIES. 

For political purposes it has been argued that the troubles of the farm 
borrower would be over as soon as he closed his loan and secured the money 
under the farm loan act. It has only required a few months to sweep away 
this delusion. The farmer who owes a Federal land back or a joint stock land 
bank is expected to pay when due, and the making of a big loan running for a 
long period of years is often just the beginning of his troubles. If delinquent, 
the borrower is subject to penalties and immediate foreclosure, as shown by the 
following clause from a mortgage given by John Landauer and wife, of Boone 
County, Nebr., to the Omaha Federal Land Bank: 

"And the said parties of the first part do further covenant and agree that 
in case of default in payment of the said principal sum of money or of any 
amortization lEstallment thereof, or of interest thereon, or in the performance 
of any of the covenants or agreements herein contained, then, or at any time 
thereafter during the continuance of such default, the said party of the second 
part, or its successors or assigns, may, without notice, declare the entire debt 
hereby secured immediately due and payable, and thereupon the said party of 
the second part, or its successors or assigns, shall be entitled to immediate pos- 
session of the said premises and may proceed to foreclose this mortgage ac- 
cording to the statutes in such case made and provided." 

The borrower who owes one of these mortgages " that never comes due " soon 
finds that it may come due all in a lump if he falls behind in his payments. 
Joint stock land banks are obUgated to protect themselves in a similar manner. 
Loaning money at any rates of interest is a business matter, not charity. 

It would not be possible for the joint stock land banks or the Federal land 
banks to cancel delinquent payments and continue in business. These banks 
cease to be charitable institutions after the borrower's name is put on the 
dotted line and the mortgage duly recorded. If they were to permit delinquent 
payments to go uncollected they would thereby do an injustice to other bor- 
rowers, the stockholders, and the bondholders. 

Droughts and hard times are not averted because the farm borrower re- 
funds his mortgage loan with a Federal Land Bank or a joint-stock land bank. 

It often happens that the managers of these banks are optimistic amateurs 
or politicians seeking popularity. Either of these causes are dangerous to the 
stability of a money-lending institution. Conservative appraisement and mod- 
eration" in size of loans are essential to promote collections and a minimum of 
losses. 

BIG COMMISSIONS ENCOUKAGB BIO LOANS. 

Lured by the promotion talk of loan solicitors who promise that the mortgage 
will never come due, too many borrowers go beyond the danger limit in giving 
mortgages larger than their resources and prospects warrant. Attracted by the 
rich commission of 1 per cent on the dollar for every year that the principal 
is unpaid some joint stock land bank officials are too ready to anticipate 
future increases in value of the real estate in making their loan appraisements. 
Thev are too likely to reason that it will be 33 years before the loan comes 
due, and that it will be safe to trust to luck that the land mortgaged will in- 
crease rapidly in value after the loan is placed. 



132 EXEMPTION" OE FEDERAL EAKM LOAN BONDS FROM TAXATION. 

High appraisements are tlie rule in all States. A reliable, conservative loan 
agent writes regarding conditions in Minnesota as follows: 

" Instead of increasing crop production, the entire system — Federal land 
banks and joint-stock land banks — have encouraged and aided inflated land 
values. I had an application presented to me this morning for a $24,000 loan 
on 240 acres in Murray County, this State, which had been accepted by the 
Joint-Stock Land Bank of Iowa, but owing to the nonmarketaibility of their 
bonds they canceled the application. I would not loan to exceed $62.50 an, 
acre, or .$15,000." 

Friends of the joint-stock land banks and the Federal lana banks make a 
virtue of their heavy appraisements and boast that one of the benefits of the 
Federal farm loan act is that it has compelled private investors to increase the 
size of their loans. Joint-stock land banks were pioneers in raising the Iowa 
loan limit to $100 per acre when private companies were loaning $75. It is 
always easy to sell goods below cost, to give away property, or to make loans 
to people who "can not pay. While the money is going out business is booming 
and everyone boasts of its success. The true test comes when collections are 
made. If Injudicious loans are made, the pinch may come at any time within 
5, 10, or 15 years. 

At the end of 15 years 77J per cent of the principal of a Federal land-bank 
loan is still unpaid and only 22i per cent has been liquidated by the amortiza- 
tion payments paid according to contract. The amortization is so slow during 
the first 15 years that it is of little protection to the investor and might not 
equal depreciation. 

It can not, therefore, be assumed that a Federal land-bank mortgage is 
entirely clear of the rocks of possible foreclosure until after the amortization 
payments have been made for more than 15 years. 

Banks established under the Federal farm loan act have not been doing busi- 
ness long enough to prove the character of the loans thoroughly by coUectiops. 
Joint-stock land banks have no loans more than a year old in hazardous farming 
localities, and data as to their collections is not made public. 

EXAMINATION OF FAEM LOAN ASSOCIATIONS NEEDED. 

National farm loan associations, composed of borrowers from the Federal 
land banks, are to a certain extent responsible to the Federal land banks for 
payments due from their members. Ordinarily it is expected that a local 
association will make up the payment for a delinquent borrower if he can not 
himself pay it, because it is the practice, at least with some of the Federal land 
banks, to pay no dividends to associations if any of their members are delin- 
quent. The records of the Federal land banks and the records at Washington 
would not necessarily show any delinquency if the general funds of the local 
association were remitted for the payment of delinquent members. 

There are at present about 4,000 national farm loan associations. Very little 
is known of their actual condition. The law provides that these associations 
shall be examined. During the first year no examination was made. During 
the third year three examiners were employed. Farm Loan Commissioner 
Norris, on January 15, when asking for an increase of appropriation to enable 
the board to hire more examiners, said of experiences in 1919 : 

" You can imagine that the three men did not get very far with the 4,000 
associations, but they have gone far enough to show very conclusively the 
necessity , for examining those associations. Each of these farm loan associa- 
tions has one salaried officer, a secretary-treasurer. Sometimes he Is a farmer, 
sometimes he is a county banker, a cashier, or bookkeeper, or teller in a bank. 
Sometimes he is a young lawyer, and sometimes they are worthy x)eople and 
sometimes not so worthy. We have had about seven cases so far of defalca- 
tions — three that were really defalcations.' In one the amount was small. I 
do not remember what it was. There was one in the Wichita district that 
amounted to $3,300 and one in the Omaha district of $6,800." 

Later, Commissioner Norris added : 

"Then there were three on four others that probably it would hardly be 
fair to call defalcations, where people did not keep the accounts or got their 
funds or their accounts mixed. But if these associations go without examina- 
tion we feel that sooner or later there may be a national scandal almost." 

This may be found on page 2309 of the report of the hearings of the House 
Appropriation Committee. Again, on page 2311, Mr. Norris said : 

" I suggested in a diplomatic way last year, when we asked for the appro- 
priation, that if Congress did not choose to give it to us, and a series of scan- 
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dais and defalcations arose in these associations, I wanted to say frankly that 
It would be the fault of Congress and not ours." 

On page 2313 of the report of the committee Mr. Lever, of the Federal Farm 
Loan Board, is quoted at length as saying that these defalcations had all been 
cleaned up but one, and that that one was in process of cleaning up, but he» 
emphasized the need of examiners by saying that if an appropriation is not 
made for examiners he fears some day the country will be awakened by a 
scandal that will reach from the Atlantic to the Pacific. The following is 
from his testimony : 

" So far we have been provided with only three national farm loan asso- 
ciation examiners with the result that only a very small percentage of those 
associations have been, or can be, examined. Fortunately, so . far we have 
had only seven apparent defalcations. The associations have not lost anything. 
I do not think there was any criminal intent in all of them. I think it was 
really more a matter of bad bookkeeping. They have made good the losses 
to the associations." 

Mr. SissoN. All except the two? 

Mr. Lever. "All of them have. We have one outstanding, but that is in 
process of cleaning up, but those two defalcations have impressed upon me — ■ 
I happen to be in charge of this particular branch of the service — the absolute 
necessity of frequent examinations of the associations, of these secretary- 
treasurers, who are the executive and active officers of these associations, or 
«lse I am afraid that some of these days we will be awakened by a scandal that 
will reach from the Atlantic to the Pacific." 

Occasionally a little information about the inside workings of the Federal 
land banks leaks out by accident, giving a slight insight into actual conditions. 

In many localities local bankers, personally friendly to farmers, have loaned 
them money to carry them over hard times. In some casesi they have been 
so liberal as to make it necessary to take second mortgages to protect them- 
selves against later creditors. The local mortgage man or banker is usually 
the personal friend of the borrower. It is to him that the borrower must 
apply as a last resort when the nonresident land bank can carry him no longer. 
The local banker is the one who furnishes the money if the land bank increases 
the rate of interest from 5J per cent to 8 per cent. One of the principal argu." 
ments used by representatives of both the Federal land banks and the joint 
stock land banks in favoring the tax exemption of bonds is that the farmer 
without money can buy and give a first mortgage for half of the price and then 
give a second mortgage to a local man for all or part of the balance. The 
literature of these banks is loaded with fairy stories about this blue-sky 
method of buying farms without capital. 

In a small percentage of cases, where the borrowers are men of exceptional 
ability, located in a sure-crop country, with continued high prices for farm 
products, with no bad luck from fire, hail storms, drought, or sickness, such 
heavy borrowers might pay out. In actual business practice the persons holding 
the second mortgages run all the risk, and in case of disaster sustain the loss. 
If the debtor eventually wins out he will owe his success to the assistance of 
the local money lender and not to the nonresident bank that held the first 
mortgage. 

PBACTICAL EXPEEIENCE WITH lOANS THAT NEVER CAME DUE. 

A letter from the Federal Land Bank of Spokane to a local bank shows exactly 
how the second mortgage proposition works out in real life. It also shows that 
delinquent farmers are up against an 8 per cent proposition the minute that 
their amortization payments are past due. It also shows that they are liable 
to immediate foreclosure, as provided by the clause in the mortgage herein- 
before quoted, unless local friends step in to aid them. It also shows that 
poUtically appointed Federal land bank officials and officers are not so compe- 
tent to make safe loans as local people who are familiar with the land, the 
climate, and personal characters of the borrowers. 

The local banker is loyal to the home farmer and stays with him and keeps 
on sticking to him until he wins out, if that is possible. There are a plenty of 
good loans in Montana, but the Federal land banks pick up more of the lame 
ducks and then boast of their " liberal policy " for political effect. 

By the letter which follows it will be noted that five borrowers are delinquent 
in one small association. The revelations which may be made a year from now 
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by 12 examiners, after the 4,000 farm-loan associations have all been examined, 
may show many other farm-loan associations as bad off : 

The Federal Land Bank op Spokane, 

Spokane, M'asli., January 13, 1920. 
Loans of Alfred Anderson, Karen Marie Nilson, D. L. Johnson, H. J. Byer, and 

C. E. Evenson. 
Havre National Bank, 

Havre, Mont. 
Gentlemen : This bank holds first mortgages executed by the borrowers above 
listed on their farms in Hill County, Mont., on which we understand you hold 
subsequent mortgage liens. The amortization installments to us are in default, 
as follows : 

On the Anderson loan : 

Due Sept. 27, 1918 (balance) $25.00 

Due Mar. 27, 1919 78. 00 

Due Sept. 27, 1919 78.00 

On the Nilson loan : 

Due Apr. 17, 1919 45.00 

Due Oct. 17, 1919 45.00 

On the Johnson loan : 

Due Apr. 17, 1919 79. 50 

Due. Oct. 17, 1919 79.50 

On the Eyer loan : 

Due Apr. 25, 1919 39.00 

Due Oct. 25, 1919 39.00 

On the Evenson loan : 

Due Nov. 5, 1918 90.00 

Due May 5, 1919 90.00 

Due Nov. 5, 1919 90.00 

Each installment, under the law, bears interest at 8 per cent from due date 
until paid. 

We have thought that you may wish to protect your interest in these cases ; 
hence address you, as we would be glad to hear from you and hope to receive 
remittance to cover the delinquent installments with interest as aforesaid by 
return mail. 

Very truly, yours, 

Geo. M. Deeher, Treasurer. 

This letter is not offered in criticism of the law, but to emphasize the point 
that tax exemption of bonds does not guarantee against defaults. When money 
is loaned those who administer the law must carefully consider the ability of 
the borrower to pay. 

A Montana banker who has lived for many years on the frontier has this 
comment to make upon conditions : 

" We feel that the Washington champions of the farm-loan act have much to 
learn regarding the financing of the farmer in a pioneer country. It is com- 
paratively easy for a farmer to get a loan after he -has title to his homestead, 
but who has brought him that far? The banker and the merchant. There is a 
period of from three to five years that a homesteader has to receive credit from 
local institutions in order that he can build, fence, break sod, and otherwise 
improve the land that he takes up. There are very few homesteaders that have 
money enough to carry them over this period if adverse conditions set in such 
as we have experienced here. Also during this period production must be kept 
up, and it is up to the local banker to furnish the means. The point that I wish 
to bring out is that if local banks can take care of a farmer during the first 
three to five years of his pioneering they are surely able to take care of him 
from then on." 

tax-free bonds do not aid in a dry time. 

No one will contend that the New York, Boston, or Philadelphia capitalists, 
who evade a 70 per cent income tax by purchasing tax-exempt .ioint-stoek land- 
bank bonds, will make any donations to save the pioneer farmer from fore- 
closure. The National Government could give better service by collecting the 
income tax from the capitalists and making direct donations to the farmers. 
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EXTEAVAGANT CLAIMS OF JOINT-STOCK LAND-BANK WITNESSES. 

The Senators of the committee have such a thorough understanding of con- 
ditions and by their cross-examination so completely exposed the fallacies of 
the witnesses for the joint-stock land banks that it seems unnecessary to refer 
to many extravagant and unreasonable claims made by these witnesses. Their 
snxiety to save the tax-exemption subsidy for their banks led them to make 
many statements for which they will be criticized when the evidence is printed 
and circulated in the States affected. 

They all contend that this is not class legislation. They also laid down this 
fundamental principle : 

" The right to issue tax-exempt farm-mortgage bonds is predicated upon a 
service to the general public." 

If the word " farm " is eliminated from that sentence and we substitute there- 
for " coal mine " or " shoe factory " or " clothing factory " or " railroad " or 
" flour mill " or " city home " or " steel mill " or " cement mill " or " street 
car " or " electric light " or " waterworks " or any other of dozens of industries 
or utilities that serve the public, the sentence would be just as correct. This 
discloses the irrefutable truth that class legislation can not be confined to any 
single class. If special privileges are to be granted to one class, they must be 
granted to all. It also discloses the fact that bondholders who make $6 for 
every dollar's worth of benefit conferred on farmers will make the same propor- 
tion of the profit if the same tax legislation is enacted in favor of other classes. 

This proves that the drift of this kind of legislation is rapidly pushing the 
country toward a single-tax basis, in which the land will be compelled to carry 
most of the tax .burden. Prof. Louis Wallis, of the Joseph Pels Single Tax: 
Commission, in a talk in Chicago before the American Association of Creamery ■ 
Butter Manufacturers, on February 17, said : 

" When the business man shifts the tax to customers by way of higher prices 
he gets no relief, because he also is a purchaser in various markets, and thus 
runs afoul of the increase which others are trying to hand along. 

" Business in general is not getting a square deal ; production is hindered by 
heavy taxation, by watered land values, and by watered railroad values. The 
burden of taxation should be shifted gradually and yet as rapidly as possible 
from production to land values." 

The true friends of the farmer can not afCord to favor tax exemption of joint- 
stock land-bank bonds, because the taxes evaded by the millionaires must be 
borne by the masses, to be paid by consumption expenses, by taxes on sales, 
and by higher taxes on lands. The small benefit which the borrowing farmer 
obtains from tax exemption will be overbalanced by higher freight rates on the 
grain and live stock which he sells and by higher prices on machinery and other 
commodities which he buys. 

Furthermore, this benefit only goes to a small proportion of the farmers, who 
borrow under this system, while all other farmers suffer losses without com- 
pensating benefits. 

LOSSES TO THE NATIONAL TREASURY. 

On the second day of the hearing, Monday, January 12, a witness for a 
joint stock land bank gave the amount of farm mortgages in the United States 
at approximately $4,000,000, now held as follows : 

Insurance companies ^$1, 100, 000, 000 

Savings banks. State banks, trust companies and commercial 

banks 1, 000, 000, OOO 

Eleemosynary institutions . 400, 000, 000 

Local loans 1, 250, 000, 000 

All other 250, 000, 000 

Total 4, 000, 000, 000 

Of this vast amount he declared that only the last item of $250,000,000 of 
loans could be rewritten into this act, the holder of which may iDe now paying 
an income tax. 

It is unfortunate for the witness that the report of the Federal Farm Loan 
Bureau for January 31, 1920, shows that $318,445,231 of farm loans had been 
closed by the Federal land banks, financed by tax-exempt bonds. It is still 
further to the discredit of this witness' evidence that the report of the sec- 
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retary of the American Association of Joint Stock Land Banks, printed in 
the proceedings of the first day of the hearing, asserts that $53,000,000 of 
loans had already then been made by the joint stock land banks, and he esti- 
mated that $54,000,000 of loans had been applied for and will be closed if 
the tax-exemption subsidy is continued. This makes a total of $371,445,231 
already closed by the two kinds of banks. The report of the Federal farm 
loan bureau for January 31 shows that the total number of loans applied for 
to that date through the Federal land banks is $720,166,535. This, added to 
the $107,000,000 closed and applied for through the joint stock land banks, 
makes $827,166,535 worth of loans already in sight. The Federal land banks 
expect to make approximately $150,000,000 worth of new loans during the 
current year and to continue at approximately that rate, if the tax exemption 
of bonds is sustained by the Supreme Court. It is not necessary to go into 
further detail to show the gross inaccuracy of the statements of the witness. 
He further alleges that a large proportion of these mortgages are held by 
eleemosynary institutions and others who do not pay a direct tax upon them, 
and therefore they will not be affected. If an eleemosynary institution does 
not pay any tax now on Its assets it would make no difference to the institu- 
tion if its assets were converted into other property. If a joint stock land 
hank persuades a farmer to make a joint stock land bank 83-year 6 per cent 
amortization loan and pay oS a $10,000 5.9 per cent loan owed to an insur- 
ance company or eleemosynary institution, the result will not affect the taxa- 
tioon of the insurance compaany or the eleemosynary institution, but it will 
create a $10,000 tax-exempt joint-stock land bank bond which the joint-stock 
land bank can sell to some millionaire and enable him to thereby evade the pay- 
ment of over $350 of income tax annually. The action of the joint-stock land 
bank simply creates additional tax-exempt property, which is used to evade 
taxation. If this loan were made In Iowa, the Iowa farmer would, because 
of the supposed benefit of a 33-year loan, pay a higher rate of interest than 
he now pays and no one would be benefited but the joint stock land bank and 
the wealthy investor In joint stock land bank bonds. 

MUNICIPAL BONDS USUALLY TAXABLE. 

The witness further says of the investor : 

" If he did not buy our tax-free bond he would buy a municipal bond that Is 
wholly tax free." 

This statement Is contrary to fact and conflicts with evidence of other 
vritnesses for the joint-stock land banks. Municipal bonds are exempt from Fed- 
eral income tax, but in nearly all States they are subject to property tax. The 
average property tax is much higher than the average Income tax, because prop- 
erty taxes are assessed according to the value of the property and they are not 
graduated by the income of the owner. The few States which exempt municipal 
bonds Issued by their own municipalities, in nearly all cases levy regular 
property taxes on the securities issued by the other 47 States. 

The witness ought not to be criticized for his erroneous statement about the 
tax exemption of municipal bonds, because some members of the Federal 
Farm Loan Board are responsible for similar statements. It is not necessary 
here to quote the taxation laws of all of the 48 States, but typical States may 
be cited to show that several gentlemen declaring municipal bonds to be 
wholly tax free had not informed themselves as to the State laws of their 
own States. 

The auditor of the State of Ohio writes : 

."An amendment to the Ohio constitution was adopted in 1912, making all 
public bonds, except United States bonds, taxable in Ohio. The only exemp- 
tions are bonds of Ohio taxing districts issued prior to the adoption of the 
amendment. All public bonds issued by other States or their political subdivi- 
sions are subject to State and local taxes at the same rate as all other taxable 
property. We have the uniform plan in Ohio. All pay the same rate." 

In the State of Illinois, the chairman of the tax commission, under date of 
January 30, 1920, states that State, county, city, and highway bonds are 
taxable, same as other credits taxable for all purposes. Regarding the tax on 
bonds and municipal securities from other States, he says : 

" The Illinois State rate this year Is 40 cents on the hundred dollars assessed, 
but they are also subject to county, city, and school tax, same as other credits." 

The auditor of the State of Kansas, under date of February 2, 1920, writes 
that the securities of other States or municipalities of other States are not 
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'exempt from taxation. He says they are subject to tlie same tax as any 
other property of the State. 

The State tax commissioner of West Virginia, under date of February 6, 
writes that the bonds of other States and municipalities of other States are 
taxed, unless exempt by the former States when comity exists. He further 
states that city and highway bonds issued in West Virginia are not exempt 
from taxation unless specially exempted by statute, and that such exemption 
statutes are understood to be invalid under the State constitution. 

In the State of Wisconsin, instead of a tax on property, according to values, 
a State Income tax is collected. Under date of January 31, 1920, referring to 
bonds of other States and municipal bonds, the secretary of the Wisconsin tax 
commission writes as follows: 

"The interest from such bonds as you mention is subject to tax under the 
Wisconsin income tax law. The rate of taxation is progressive or graduated 
from 1 per cent to 6 per cent, depending on the amount of net income received 
by the taxpayer." 

DISTINCTIONS AS TO TAX EXEMPTIONS. 

There is a very decided distinction in character between farm loan bonds 
and the securities of building and loan, associations or the deposits of mutual 
savings banks. 

The farm-loan bond is an article of commerce, bought and sold in the mar- 
Icet, purchasable by vsfealthy persons for the purpose of tax evasion. 

The stock of building and loan associations and the deposits in mutual 
savings banks are nearly always owned by individuals of small means struggling 
to pay for homes or to acquire modest competencies. Very few of them are 
subject to any income tax in any event. It is impracticable to list these on the 
^■tock markets for numerous legal and other reasons. Wealthy men can not 
l3uy them at public or private sale, and thus successfully evade payment of 
large amounts of taxes. They are not marketable in large quantities and are 
not listed on any stock exchange. 

Mortgages owned by life insurance companies can not be sold to rich persons 
to enable them to evade taxation. Insurance company mortgages are carried 
as investments for the benefit of thousands of policyholders. Insurance com- 
panies are similar in nature to savings banks and building and loan associ- 
ations ; they encourage and promote thrift and frugality. The great majority 
of policyholders are people of moderate or small means and in many cases 
their life insurance policies represent their entire property holdings. These 
can not be purchased in the markets to be used as farm-loan bonds are used 
by third parties for purposes of tax evasion. 

None of these securities are quoted on stock exchanges as merchantable com- 
modities, while the farm-loan bond is bartered or sold in any market and 
retains its tax-exempt characteristics regardless of ownership. 

NATIONAL MORTGAGE INDEBTEDNESS. 

The estimate of form mortgage indebtedness of $4,000,000,000 is based upon 
statistics obtained several years ago. Well-informed statisticians now estimate 
that the farm-mortgage debt is a little in excess of $4,500,000,000. The best 
authorities in the country, writing for agricultural papers, estimate that farm 
debts unsecured by mortgage aggregate from $1,500,000,000 to $2,500,000,000, 
making the total farm indebtedness six or seven billion dollars. 

Our Basic Industry, a pamphlet recently issued by Guaranty Trust Co. of 
New York, estimates the total farm indebtedness in the United States at 
approximately $6,000,000,000. The estimate is based upon a study made by 
the Curtis Publishing Co. through its division of commercial research. 

The Third Annual Report of the Federal Farm Loan Board states that 68 
per cent of the mortgages issued by the Federal land banks were for the pur- 
pose of refunding mortgage and other debts. The balance of the new mortgage 
debt, or 32 per cent, indicates an increase over and above the amount required 
to refund mortgage debts and other debts. This additional 32 per cent is 
reported as used for other purposes. If this encouragement of an increased 
indebtedness continues, the six billion of secured and unsecured farm debts now 
owed, when refunded, will represent 68 per cent of the new amortization loans, 
and the total farm-mortgage indebtedness of the United States will be in- 
creased to more than $9,000,000,000. These figures are taken from official 
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reports, and if the third annual report of the Federal Farm Loan Board is 
correct, the conclusions can not be disputed. 

It is not probable that more than half of this indebtedness would ever be- 
refunded by Federal land banks and joint stock land banks, but that amount, 
If financed by tax-exempt bonds, would create an enormous loss to the National 
Treasury. 

Economists tell us that taxes which are evaded through the grantipg of 
special privileges are thus shifted upon other taxpayers. According fo the 
Third Annual Report of the Federal Farm Loan Board, loans to the amount of 
$282,007,781 had been made by the Federal land banks, and loans to the amount 
of $54,126,357 had been made November 30, 1919, by the joint stock land banks. 
The income from $282,007,781 of the Federal land bank bonds at 4i per cent 
would be $12,690,350. The income received by investors from $54,126,569 of the 
5 per cent joint stock land bank bonds would be $2,706,317 per year. This makes 
a total income per year from these tax-exempt bonds of $15,396,667. If these 
bonds were held by some of the 141 very wealthy persons receiving a million. 
dollars per year or more as incomes, the annual loss to the National Treasury 
would be $11,239,566.91. If they were owned by some of the over 6,000 in- 
vestors receiving incomes of $100,000 per year or more, the annual loss to the 
National Treasury would be $9,238,000.20. 

The wild rush of very rich investors to evade taxation creates a great demand 
for tax-exempt bonds and stimulates their production. It also provides a 
market that is not overcritical of reliability. This encourages high appraise- 
ments and reckless loaning that will produce many fgreclosures. 

It is quite possible that $3,000,000,000 of such tax-exempt farm-loan bonds 
might be created before the national debt is paid. It would be very reasonable 
to place the estimate at $2,000,000,000. With $2,000,000,000 of tax-exempt bonds 
owned by parties thus evading 73 per cent of income tax, the annual loss to the 
National Treasury would be $73,000,000. 

The man worth $500,000 invested in 6 per cent taxable securities would re- 
ceive an income of $30,000 and be subject to an income tax of $2,800. If his 
fortune was invested in 5 per cent tax free joint stock land bank bonds his 
income would be $25,000. He would be better off by $2,200 per year if he 
owned 6 per cent taxable bonds. 

It is apparent that the principal customers for 5 per cent taxable bonds 
must come from the ranks of those worth more than half a rnillion dollars. 

THAT DOLEFUL PICTXJRE OF IOWA. 

The evidence offered by the witnesses representing the Iowa joint-stock land 
banks will create something of a sensation when it is printed and distributed 
in that State. 

For more than a generation Iowa has been understood to be one of the most 
prosperous agricultural States in the world. The fertility of the soil and the 
rapid development of the agricultural industry has been considered phenomenal. 
Insurance companies and other investors have been strong competitors for Iowa 
loans, and the rate, including commission, is reported by Government authori- 
ties to have been only 5.9 per cent on flrst-class farm loans. 

Iowa boasts of the finest agricultural college in the world. The latest im- 
provements in farming methods taught by the Iowa Agricultural College and 
the National Department of Agriculture have been adopted by Iowa farmers 
until the State is looked upon as a model of progressive agricultural pros- 
perity. 

In April and May, 1919, about eight months prior to the taking of evidence 
by the Senate Banking and Currency Committee at this hearing of January 
10, two joint-stock land banks were organized in Des Moines. They immedi- 
ately began making farm loans at 6 per cent interest and selling tax-free bonds 
on which they pay 5 per cent interest. The joint-stock land bank of Chicago 
began loaning in Iowa about a year and a half eariler on the same terms. 
The Sioux City Bank also made some loans. 

It is impossible that these joint-stock land banks could have had much of 
an eifect on the prosperity of the State. None of the evidence offered justifies 
tlie contention that the bonds ought to be tax exempt so that the banks may 
make 1 per cent per year commission and the bond holders receive immunity 
from income and property taxes, in order that these 33-year loans may be made 
to farmers at a rate higher than they are now paying on loans borrowed for 
shorter periods. 



EXEMPTION OP FEDEEAL FAEM LOAN BONDS EBOM TAXATION. 139 

The doleful condition alleged to exist in Iowa prior to tlie organization of 
these land banks in the spring of 1919 can best be shown by quotations from 
the testimony. 

One of the witnesses, in urging that a tax-exemption subsidy was advisable 
on farm loans of $25,000 each and upward, said : 

" If you use a system of underflnancing so that a man can not keep the 
necessary cattle and hogs, so that he may rotate his crops, you have laid the 
foundation for undermining your land and destroying the future prosperity of 
the country by close-fisted financing, and that is what close-fisted financing has 
done for our farms; and I can show you farms in Iowa that can not produce 
within 25 bushels of corn an acre what they could produce ten years ago." 

The absurdity of claiming that tax-exempt bonds of banks organized in the 
last three years are entitled to credit for agricultural prosperity and mainte- 
nance of the fertility of the soil is best answered by Secretary Houston, of the 
Department of Agriculture. He says that the average acre yield of field crops 
for the 10-year period ending 1918 averaged much higher than for 10 years 
ending in 1890. In the March issue of the Farm .Journal, published in Philadel- 
phia, an article appears by Secretary Houston showing great Increases in crop 
yields before the Government subsidized land banks were organized. The ar- 
ticle follows : 

" During the seventies and eighties, when there was a vast expansion in farm 
area in the West and crops were grown on a more extensive scale, the tendenc.v 
of yields was downward. Since the early nineties, however, it has been upward. 

" For the 10 years ending with 1890 the average yield per acre of wheat in 
the United States was 11.8 bushels ; for the 10 years ending in 1918 the average 
yield w;is 14.S bushels, or an increase of 25 per cent. 

" In the first period (the 10 years ending 1890) the average yield of corn was 
23.4 bushels ; in the second, 25.8 bushels, or an Increase of 10 per cent ; oats, 
25.9 bushels in the first period; in the second, 32.2 bushels, or an increase of 
24 per cent ; potatoes, 72.9 bushels for the first period, and 96.8 bushels for the 
second, an increase of nearly 33J per cent. Cotton, notmthstanding the rav- 
ages of the boll weevil, increased from an average of 169 pounds in the first 
period to 175 pounds in the second, an increase of 3.5 per cent. 

"All other field crops have likewise improved in yield, the average for the 
10 years ending in 1918, being 16 per cent greater than that for the period 
ending in 1890. 

" This tendency is general. It is not due to the shifting of production. For 
example, in New York the increases for the two periods were as follows : Corn, 
24 per cent ; wheat, 44 per cent ; oats, 21 per cent ; barley, 24 per cent ; buck- 
wheat, 43 per cent ; potatoes, 30 per cent ; hay, 10 per cent ; weighted average of 
all, 18 per cent. The facts for New England are even moie striking and sig- 
nificant." 

It would be interesting to have an agricultural census of the various counties 
in Iowa and thus ascertain in how many the yield of corn has decreased 25 
bushels per acre in the last 10 years because the mortgages on the farms draw 
5.9 per cent interest and were payable to private investors instead of drawing 
6 per cent interest, payable to joint-stock land banks. 

At another time the witness alleged that permanency of land ownership is 
threatened under the present loaning system, when he said : 

" There are a few things — and I wanted to take them up in their order, as I 
had a schedule— but there are a few thin'gs we must look to. One is perma- 
nency of land ownership and occupancy— Must we not?— under the five-year 
loan system, which has been in vogue up to the present time; very few men 
and their families have stayed upon a farm more than one generation, very 
few Whv' Most all of those of the West have been m debt; men have died, 
the'estates'being in debt, the widow has been compelled to sell her property. 
You have had that experience as a lawyer, and other lawyers have had it. 
Estates were cut in two because of a forced sale to settle the estate 

"Under this system of loans that estate can not be .leopardized, the widow 
rn-n stav on the farm if she has sons old enough to operate the land and the boy 
stavs on the farn™nd runs it. Under the old system he was forced offl the 
farm and into the city to become, perhaps, a .drayman or something else. 

The evidence of the witness would apply more to conditions m Iowa 4o or 
.50 years ago than at the present time. Thpre isnothing in the law nor in the 
practice of investors to warrant any claim that ]oint-stock land banks will ex- 
tend greater privileges to widows and orphans than will be granted by private 
investors. 
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Safety of investment has very frequfeiitly been sacrificed by these subsidized 
banlcs In the effort to win the favor of borrovrers. Valuations have averaged 
too high, and the element of moral hazard has, in many cases, not been care- 
fully scrutinized. 

Loans i-ecklessly made in localities vs'here climatic conditions were not well 
considered by examiners will also be a productive cause of foreclosures. The 
letter from the Spokane Federal Land Bank about the five delinquent loans 
in one local association is simply an indication of what will be revealed in 11. 
States after the 4,000 farm loan associations have been examined. 

It is always easy to loan money if the borrower is permitted to be the judge 
of the valuation of his own property and of his ability to pay. It is quite 
another thing to loan money judiciously so the borrower can make all payments 
promptly when due. A leading life insurance co"mpany in 52 years of business 
loaned $222,811,111.66 to 104,331 farmers. These loans were judiciously placed 
and the interests of borrowers were protected during the stress of hard times, 
so that only about 1 per cent of the mortgages went to foreclosure. 

Careful estimates based on data furnished by correspondents in the princi- 
pal mortgage-producing States shows that the subsidized banks are likely to 
make more than four times as many foreclosures .before the expiration of 10 
years unless large numbers of delinquent payments are commuted. 

HOW IOWA WAS SAVED FROM DESTEUCTION. 

Another Iowa witness, representing three joint-stock land banks, was equally 
confident that tax-exempt bonds are necessary to save that supposedly prosper- 
ous State from destruction. The following paragraph from his statements will 
be read with interest by men familiar with the Iowa loaning situation during 
recent years : 

" Now, gentlemen, the fact is that in Iowa during the last year and more, if 
it had not been for the Federal and joint-stock land bank loans, farmers- in 
Iowa would have had practically no source of supply, owing to conditions. The 
life insurance companies were practically out of the loan market for the last 
year, owing to ' flu ' losses, to buy Government bonds and loan them to the 
policyholders, and practically all of the farmers — a large percentage of the 
larmers — in Iowa got their loans entirely through the joint-stock land banks 
In Iowa. The insurance companies were unable to loan. The Connecticut 
Jlutual was making a few small loans through Iowa and the Union Central 
was making a few, but there were practically none. The volume had de- 
creased, I should judge, at least 80 per cent. And conditions such as those 
which arise from time to time make institutions like a joint-stock land bank 
a valuable asset to a community." ' 

In explanation of the extravagant claims of the witness it may be stated that 
in 1918 some of the insurance companies were compelled for a short time to sus- 
pend making loans. They invested the funds ordinarily intended for f^rm-loan 
purposes in Liberty bonds to help the Nation win the war. Part of these funds 
paid into the Treasury for Liberty bonds were invested in Federal land-bank 
lionds under special act of Congress. The Federal land banks were thereby 
enabled to compete with Iowa insurance companies by using part of the money 
•originally paid by the Iowa companies for Liberty bonds. This shortage of 
money for farm loans only lasted a few months in 1918 and it did not affect the 
market in 1919. 

The joint-stock land bank witnesses deny that the issuing of long-time loans, 
financed by tax-exempt bonds, has a tendency to promote wild real estate specula- 
tion. The following paragraph from the evidence of the attorney representing 
three Iowa joint-stock land banks in Iowa indicates that they have been useful 
in land speculation : 

" Before I left home one of the real estate dealers, who had sold $5,000,000 
■worth of Iowa lands last year, was to see me three or four times in one week to 
know if I thought his customers were going to get the joint-stock land banK 
loans, and all I could tell him was simply that they would have to wait and see." 

SPECXJIATOKS. 

The star witness in favor of large loans on tax-exempt bonds was a farmer 
from Virginia. He said, introducing himself — 

" I am a farmer in a near-by county here in Virginia, with a farm of 650 acres 
of ordinary Virginia land." 
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In the course of his testimony he described the markets and the condition of 
his farm, and said that he desired to place a loan of $16,000. He said it was 
practically impossible to get a farm loan in Virginia for three or five years 
without paying 5 per cent commission and numerous other expenses, which 
would run his interest rate up to 71 per cent. He told of trying to borrow from 
Washington loan agents, unfamiliar with Virginia titles. If he had applied to a 
first-class farm loan company, lilie the Old Dominion Trust Co., of Richmond, he 
could have got a loan at reasonable rates promptly. 

Under the skillful cross-examination of Senator Gronna and the chairman It 
was shown that this farmer who wanted to borrow $16,000 from a tax-exempt 
bank had purchased his farm of 650 acres in 1917 for $35,000. He stated that 
the land had gone up in price about 50 per cent. The witness also admitted 
that he is a lawyer, living in Washington and practicing law in that city. He 
also has a law office In Fairfax, Va. His family lives in Washington during the 
social season In winter and lives on the farm in the summer. He thought that 
it would increase production more and be better for the agricultural interests of 
the country if he operated his farm with hired help, rather than if his farm 
were cut up and occupied by four farm owners. 

Another joint-stock land bank witness came to his rescue when the Senators 
were crowding him with the proposition of subdividing his farm and permitting 
four families to live on it. This other witness, who thinks that large tax- 
exempt loans ought to be made, gave his reason for his belief that the 650-acre 
farm should not be cut up into four farms, when he said : 

" I can not agree with you for this reason : Relatively, per acre, it takes on 
an efficient, well-managed farm less labor, because it is usually a machine 
proposition." 

Clearly the evidence offered in favor of large loans and tax exemption of 
joint-stock land bank bonds requires no supplementing from outside sources to 
prove that the rural population vnll be reduced and the number of farm homes 
decreased by a continuation of the tax exemption of joint-stock land bank bonds. 
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